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BOOKS... 


For the Business Man 


THE UNITED STATES AND 
JAPAN'S NEW ORDER 
WILLIAM CRANE JOHNSTONE, JR. 
Oxford University Press. 385 pp. $3.00 


Whether or not the United States and Japan 
ever engage in war, Japan is certain to figure 
prominently in many of our forthcoming inter- 
national policies and decisions. This is a book 
which should fully acquaint the general reader 
with all phases of the Japanese question and, 
the issues involved, laid against a broad his- 
torical background. The author concludes his 
book with definite advice and recommendations 
designed to preserve our prestige and status 
in the Far East. The author is well qualified 
to present a realistic case and brings to his 
discussion a wealth of knowledge gained 
through many years of travel throughout the 
Par East. 





>>O«« 


THE ARMED HORDE 1793-1939 
HOFFMAN NICKERSON 
Putnam. 425 pp. $3.50 


Mr. Nickerson in his previous books dealing 
with military subjects firmly established his 
analytical and discoursive ability to deal witb 
the methods and theory of military enterprise. 
In his latest book the author undertakes a study 
of the rise, survival and decline of the mass 
army. The final chapters deal with the search 
by military people everywhere for more eco- 
nomical methods, and the results of a new 
military theory in the opening stages of the 
present war. The student of military science 
will find this an invaluable and timely contri- 
bution to the subject. 


»o>O«K¢ 


CHINA SHALL RISE AGAIN 
Mme. Chiang Kai-Shek 
Harper & Bros. $3.00 


Mme. Chiang Kai-Shek does not devote her 
talents in this book to propogandizing the 
Chinese cause, but presents her case frankly 
and revealingly. The book is replete with 
criticism of Chinese faults and weakness. The 
major point, however, is the great strength 
which China is drawing from her adversities 
and the growing unity and progress which may 
in the end prove to be a real boomerang to 
Japan’s efforts to establish a ‘‘New Order’’. 


»»>e«« 


THE SOVIET POWER 
HEWLETT JOHNSON, Dean of Canterbury 
Modern Age Books. 352 pp. $2.50. 


If these are the facts .. . and one can hardly 
doubt that they are not, coming from so able 
a scholar, writer and churchman... reading 
this book should prove a revelation on what the 
Soviet has accomplished, economically, indus- 
trially and educationally. The pro-Soviet sen- 
timents of the writer are obvious and the rea- 
soning sometimes too much of an _ idealist 
oblivious of the realities of Russia’s position 
in the present world conflict ... but his ap- 
praisals of the internal situation of the U.S.S.R. 
are there for those who are willing to weigh 
them with an open mind. 


»»>e«« 


UNDER THE IRON HEEL 
LARS MOEN 
J. B. Lippincott Company, 350 pp. $2.75 


A factual story of Belgium under Nazi occu- 
pation from May until October, 1940. Mr. Moen 
arrives at some interesting conclusions . 
the Belgians believe that the Germans will not 
win the war... the morale of the German 
soldier is not all it should be, although it will 
be a long time before it cracks. The food 
problem is growing acute. Although there is 
still food in Belgium, rationing is becoming 
stricter. The average person receives food 
sufficient for one inadequate meal per day. 


(Continued on page 790) 
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BUILD YOUR DEFENSE... 


... with an uninterrupted flow of facts and advice 
from an accredited source like The Magazine of 
Wall Street—an authoritative medium from which 
to make inquiries, when and as they are required, 
about the stock you now hold or contemplate 
buying. 





READJUST YOUR POSITION... 


. . . to the new situation resulting from the transi- 
tion of U. S. industry to an "all-out" defense econ- 
omy . .. relinquishing non-productive deadwood 
. .. changing to those representing potential growth 
... the new status of direct and indirect war bene- 
ficiaries—consumers' goods possibilities, essential 
and non-essential. 


DOUBLE CHECK ON EVERY MOVE 


... as decisive developments take place ... as a 
result of Congressional action on price controls, 
priorities, new taxes ... as uncertainties surrounding 
Nazi invasion of Great Britain and Balkan complica- 
tions begin to be clarified . . . Assure yourself the 
sound, reliable and continuous guidance of The 
Magazine of Wall Street on all of these factors and 
influences bearing on the outlook for investments 
and business. 

















in -—---—-_-- Mail Your Order Today—— — — — — — - l 
The Magazine of Wall Street, 90 Broad Street, New York 


[1] | enclose $7.50. Enter or extend my subscription to The Magazine 


| of Wall Street for | year . . . 26 issues—making me eligible for your 
y Y 
| 1941 SECURITY MANUAL . .. free. 


| NAME 


| 
| IE 5 ins vin SA eae ee pee Re Pe meee 4-5 MPL | 
| Add $I for each year on Canadian and Foreign Subscriptions | 











NOTICE 


Invaluable Service of 
The Magazine of Wall Streeet 


At a Substantial Saving 
to Subscriber 
NOW 


Beginning with this issue of April 5th, 
the single copy price of The Magazine 
of Wall Street is raised from 35 cents 
to 50c offering subscribers a saving of 
$5.50 per year on the new newsstand 
price. 











— Your Subscription 


Now... Entitles You to... 


|. Service of The Magazine of Wall 
Street for a full year . . . 26 Issues at 
a saving of $5.50 from the newsstand 


price. 


2. A FREE copy of our New 1941 Spe- 
cial Manual . . . A yearbook of Finan- 
cial, Industrial and Economic facts 
based on the transition of U. S. Indus- 
try to an "All-Out" Defense Economy. 


3. Confidence Inquiry Privilege . . . 
for the duration of your subscription 

. entitling you to our Confidential 
Advices on as many as 3 listed securi- 
ties at a time. 


4. All Special Feature Issues through- 
out the year at no extra charge. 
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With The Editors 





Jopsy -Jwwoy Word. 


It’s a topsy-turvy financial land we 
live in. Life grows more speculative 
by the day, but the more specula- 
tive it becomes, the less speculation 
there is in the stock market. There 
was a day when a billion dollars’ 
worth of business would set the mar- 
ket boiling, but now the more gigan- 
tic the contracts allocated and the 
higher earnings and dividends go, 
the smaller becomes the interest 
shown in securities. 

There also was a day when the 
public bought stocks issued by the 
corporations, but, lo, we now have 
corporations buying stock from the 
stockholders. In this latest wonder 
of the topsy-turvy financial age, 
Pullman, Inc., is inviting tenders 
from stockholders for the purchase 
of up to $15,000,000 of its own stock. 

As an outgrowth of this develop- 
ment, we find the earmarks of a first 
class mystery in the company’s de- 
claring that since its reorganization 


in 1927, it has paid out in dividends 
more than its net income for the 
period, while there has been an in- 
creasing accumulation of cash and 
Government bonds in the treasury. 
In fact, such cash and securities, we 
note, total about $53,000,000. Net 
current assets as of December 31, 
1940, amounted to $75,875,000, a 
new high. And, consolidated surplus 
at the end of last year aggregated 
$41,088,053. But, dividends since 
1927 still total more than net income 
for this period. 

What’s the answer? Making it all 
jibe is like fitting together the pro- 
verbial Chinese puzzle, but the an- 
swer must lie in _ depreciation 
charges. Consolidated depreciation 
charges have run as follows in re- 
cent years: 1940, $12,206,958; 1939, 
$12,456,255; 1938, $12,442,438; 1937, 
$12,182,752, and 1936, $14,342,180. 
Since reorganization they have con- 
sistently exceeded $11,000,000 an- 


nually. Combined operating reve- 
nues and net sales for the carrier 
and manufacturing business reached 
$123,241,440 for the past year, com- 
pared with $90,356,921 in 1939, 
$92,027,105 in 1938, $136,549,046 in 
1937 and $103,586,337 in 1936. Sta- 
bility of depreciation charges in the 
face of these fluctuations in gross is 
rather remarkable. Corresponding 
net income for the years mentioned 
above ran: 1940, $7,484,125; 1939, 
$4,009,476; 1938, $2,295,829; 1937, 
$12,275,950, and 1936, $6,347,107. 

If depreciation charges were large 
enough to permit so great an accum- 
ulation of liquid resources, isn’t it 
just possible that stockholders 
might have been treated to a bit 
larger earnings in the past, rather 
than high depreciation charges? 
Maybe in the light of this factor the 
generous dividend policy had more 
than its full counterbalance in gen- 
erous depreciation charges. 





** * IN THE NEXT ISSUE * * * 


1941 Aircraft Round-Up 
By Warp GatTEs 


Evaluating Profits on Defense Orders 


By Peter B. B. ANprews 


Changing Investment Status 


of Common Stocks, Preferreds and Bonds 


By J. S. WitutaMs 
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Tue great and growing inter- 
est in South America high- 
lights the value of good 
telephone connections be- 
tween the two continents. 

Many American firms regu- 
larly depend on overseas tele- 
phone service. Others are fast 
discovering that it expedites 
deals and gets decisions when 
days and dollars count. 

The map to the right shows 
the direct circuits to South 
America—from which most 
other points can be reached 
—and some rates. 

Try the only service that puts 
you in quick, personal contact 
with friends or associates over- 
seas. It’s easy—just an exten- 
sion of the Long Distance 


Service you use all the time. 


BELL 





There’s a good neighbor 


ANTO 


SYSTEM OVERSEAS 


right next door— 


by telephone! 


FAGASTA 


SANTIAGO 





MONTEVIDEO 
A) 


L— 


Ss 4a% 
BUENOS AIRES® 





Three- minute rates from 
NEW YORK to: 

Week-day Sunday 
Buenos Aires $15.00 $12.00 
La Paz 18.00 15.00 
Rio de Janeiro 15.00 12.00 
Valparaiso 18.00 © 15.00 
Bogota 12.00 8.25 
Asuncion 17.55 = 14.55 
Lima 15.00 = 12.00 
Montevideo 16.20 = 13.20 
Caracas 14.25 9.00 


TELEPHONE SERVICE 
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The Trend of Events 


YUGOSLAVIA ... By a dramatic coup backed by 
overwhelming public support, but carefully planned 
with the obvious aid of the British. the Yugoslavs have, 
like the Greeks, chosen to make a stand for the integrity 
of their country and for their liberty. The amazing 
success of the Greeks. pitting courage and the ingenuity 
of man against great numerical odds and making a last 
stand against a mechanized machine, has given a tre- 
mendous psychological lift to the unconquered free 
peoples and restored hope to the conquered. 

The Yugoslavs seem to be betting on their belief that 
Hitler cannot afford to establish a major theatre of war 
in the Balkans on the one hand, and on the fact that, if 
the Nazis do attack, their natural mountain defense plus 
the aid of Britain and Greece will hold the forces of 
Nazi destruction in check. They know well by the evi- 
dence of their eves and minds that they have nothing to 
hope for from Hitler but repression and slavery both as 
a nation and as a people. 

In urging Yugoslavia to fight by her side, Britain can 
speak without apology, for her people have shown a 
stamina and an endurance that is epic. 

The Turks are bound to respond to the psychological 
fillip, for now Britain will be in a position to support a 
coalition with effective sea power in the Mediterranean, 


the Aegean and the Adriatic. Italy will be thrown out 
of Albania and a post war Europe will see a changed 
map as far as Greece, Yugoslavia and Turkey are con- 
cerned. 

The French have hesitated too long and it would not 
be surprising if the Turks won Syria as a post-war prize. 
One wonders what Hitler’s eminent guest—Japan’s slick 
Matsuoka—was thinking when the news reached him in 
Berlin! In the Kremlin in Moscow, we can expect Stalin, 
too, to begin revising his ideas. 

For the first time Hitler has had his bluff called and 
has suffered a humiliating reverse. Events from now on 
will be extremely interesting. 

—By Cuaries Benepict. 


ASKING FOR IT... In its objective of preventing 
strikes, jurisdictional and otherwise, in defense plants, 
the Administration has had wholly inadequate co- 
operation from the leaders—large and small—of organ- 
ized labor. Meanwhile public anger and Congressional 
impatience are steadily mounting. The American peo- 
ple will not countenance a defense slow-down by strikes 
any more than they would countenance defense sabo- 
tage by Nazi agents. 

Apparently, however, we can count on short-sighted 
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labor leaders themselves to bring about the necessary 
correctives. With every new strike in a defense plant 
they are asking for the eventual Federal crack-down. 
One defense plant strike does more to hasten the show- 
down than a thousand editorials such as this. 

It is significant that recent cross-section polls of public 
opinion show a decisive majority of citizens believing that 
union leaders are not helping the defense program as 
much as they should and that business leaders are trying 
harder to cooperate than are union leaders. It is even 
more significant that approximately half of the union 
members expressing opinions in this poll believe their 
leaders are derelict in defense cooperation. 

Representative Starnes, of Alabama, has proposed a 
4-point corrective, as follows: (1) Outlaw jurisdictional 
strikes; (2) outlaw racketeering in labor unions; require 
an accounting of union funds; require unions to incor- 
porate; (3) require secret employee election under Gov- 
ernment supervision before any strike in a defense plant 
can be called; (4) if a strike is voted, set up a cooling- 
off period within which reason and public opinion can 
bring about equitable agreement. 

The public will see very little that is out of order in 
these suggestions and politicians would be surprised to 
know that most rank-and-file workers favor at least 
such legalized restrictions on unions as would protect 
them from leaders who all too often are self-chosen and 
self-perpetuating private dictators. 

After all, it is public money that is financing the 
armament-plant payrolls. Profiteering on wages paid 
out of this money is just exactly as indefensible as any 
other kind of war profiteering. 


A BREAK FOR THE RAILROADS... The strain on 
shipping and establishment of priorities will steadily 
bring more traffic to the railroads this year. With- 
drawals of ships on a large scale means much more busi- 
ness for the railroads, both along the coasts and in trans- 
continental traffic. As aid to Britain gains, still more 
boats must be withdrawn from normal channels, with 
further benefits to railroads competing with steamship 
lines, such as the Atlantic Coast Line, the Seaboard Air 
Line, the Southern Pacific and the Santa Fe. 

Question arises, however, as to how long before de- 
fense priorities may be placed on the railroads them- 
selves. As loadings mount, and the defense program 
rightfully gets more and more attention, danger of a 
freight car shortage looms. One way to help forestall 
such a situation is to encourage more skillful loading of 
freight cars. More efficient loading would have the 
double-barreled favorable effect of fostering continua- 
tion of normal conduct of business and of effecting the 
fuller usage of equipment, thereby contributing to in- 
creased profit margin. World war records show what 
can be done; in 1915, the load norm per freight car was 
21.1 tons, but it rose to 27 tons (all-time high) in 1918. 

The modern demand for speed had led in innumerable 
instances to light loading of cars, but relative loads must 
now be increased, even at the expense of some slowing 
down of deliveries. Consignees can assist by ordering in 
carload lots, which in the current period of rising prices 


might not be a bad idea on its own merits. Generally, it : 
should be insisted that heavier loading per car must be f 


attained. This would mean, if achieved, the largest loads 
per car on record, since present average capacity runs 
about 50 tons, a new peak. 


Interesting, with regard to the current status of thef 


railroads compared with that in the World War, is the 
statement of Captain E. C. R. Lasher (Chief of the 


Railroad Transportation Division of the War Depart. f 


ment) at the recent meeting of the Great Lakes Regional 
Shippers Advisory Board to the effect that whatever 
the causes for the so-called “failure” of the railroads in 
1917, the situation is far stronger now. 


DISTRIBUTING THE SACRIFICES .. . We have been 
solemnly assured that everybody must accept sacrifices 
for the cause of national defense. Everybody? Well— 
not quite everybody. Let the other fellow do the sacri- 
ficing. There is a veritable flood of Government money 
being tossed around—most of it easy, borrowed money. 
Now is the time to get it while the getting is good. 

So the farm bloc in Congress is out to help national 
defense by voting additional agricultural benefits calcu- 
lated to boost the farmers’ income by an amount between 
800,000,000 and $1,000,000,000 a year. 

So the labor unions demand ever higher wages and fat 
bonuses for over-time; insist on their right to strike as 
usual even in vitally important defense industries; ex- 
ploit the opportunity to enrich their treasuries by hi- 
jacking exorbitant initiation fees out of the scores of 
thousands of new members; do nothing to purge them- 
selves of the racketeering element. 

So the Government makes no retrenchment in “regu- 
lar” activities and merrily goes on adding thousands 
more to the public payroll each month, while the bureau- 
crats busy (?) themselves from 9:30 to 4 and the Wash- 
ington golf courses are more crowded than ever before 
as these pleasant spring afternoons lengthen. 

So the President resurrects the old St. Lawrence 
Waterway plan, which will cost a minimum of $500,- 
000,000 and more probably $1,000,000,000 before we are 
done with it; and assures us it is now a vital national 
defense project, although it will take four or five years 
to carry it out, although the labor and materials diverted 
to this effort can only be at the expense of more urgently 
needed defense work, although the St. Lawrence will 
always be blocked by ice six months out of the year, 
and although new steam-electric generating plants rep- 
resent the cheapest and quickest way to expand our 
power resources. 

Sacrifice? By whom? Thus far, only by the income 
tax payers, personal and corporate. They don’t have 
nearly as many votes as labor, the farmers and govern- 
ment employees. 


THE MARKET PROSPECT .. . Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 744. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 
this issue. Monday, March 31, 1941. 
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BY CHARLES BENEDICT 


AND THIS SHALL ALSO PASS... 


As creation stirs and the earth breaks eager to receive 
the seed—with the sweet air of life wafted on the fragrant 
spring breeze—it seems hard to contemplate that sterility 
and disintegration hover over Europe. As God gives 
life, so Hitler plans to mete out death to destroy the just 
heritage of all men; and Stalin is working right close by 
his side: the two extremes who arrive at the same phil- 
osophy of life from different directions. 

Democracy is the middle way. It is a process that 
produces a reasonably far kind of justice on balance. 
Of course, if there were more honest thinking among 
men and more wisdom, democracy would be the perfect 
system. 

There was a time when our standards were such that 
men hesitated to be caught in a dishonest act, but the 
brazenness under totalitarian leadership, which was first 
accepted as sophistication and later emulated as realistic, 
seeped into the democratic system as well. So that the 
disgust we may feel with grafting politicians and graft- 
ing labor leaders is not due to inherent weakness in our 
system, but to low moral standards which exist today. 

Many times in the history of mankind the forces pro- 
ducing hell on earth have been let loose, and each time 
after the cleansing the world has been reorganized on 
sound principles, on the simple elemental truths which 
are called trite today: honesty, sincerity, humanity— 
with men of good will working together in the knowledge 
that what is best for all of us is best for us individually. 

Amazing as it may seem, this was the basic philosophy 
of Communism, but the Communist leadership was not 
sincere or honest. This, too, is the basis for Naziism, 
the ideal its leaders used to betray the great mass of 
people into the hands of the few. For man responds 
spiritually to the cry, “All for one and one for all.” In 
this age we have been bitterly deceived, and numbed 
into inaction by the growing bewilderment. Today at 
last recognition of the danger that we are facing is clear 
and men are rising everywhere to defend to the death 
their dignity as human beings and to destroy the octopus 
that is bringing back the ancient despotisms. 

Those who think in terms of security for themselves 
alone will defeat their own purpose because today we 
are more dependent on each other’s support than we 
have been in many centuries. 

The labor leader who charges the worker a fee for per- 
mission to work—which is his inalienable right—should 
be broken as an example to others in the necessary 
cleaning up process. Industrial leaders who do not play 
fair are equally guilty and should be ousted by a com- 
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mittee of stockholders from the posts which they un- 
deservedly occupy. 

Together, honest labor and honest industry can put 
the crooked politician in his place, but unless strong, in- 
telligent leadership holds the reins in both labor and 
industry it will be a long time before the pendulum 
swings in the right direction. 

That it can be done with all allowances for human 
frailties, we well know. It is under such leadership that 
the world has made its progress in the past and under 
which it can do so in the future. The crusade for a de- 
cent world, fought with the same fervor that men fight 
for personal privilege, will destroy the Hitlers and the 
Stalins and usher in the age of happiness and progress 
we all hope for. The frightfulness of life today will then 
pass and bring the peace that follows even nature’s most 
violent storms. And when the debris is cleared away the 
sun will shine again. 
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The market shows scant ability to capitalize favor- 
able war news or high corporate earnings. Although 
modest additional rally is possible, we believe next 
broad movement is more likely to be down than up. 


BY A. T. 


: analysis is written on the last day of March and 
of the first quarter of the year 1941. A brief summation 
is in order. 

The first quarter brought further gains in industrial 
activity and in aggregate corporate earnings. Prices of 
basic commodities advanced sharply to a new high for 
the war period to date, accelerating a well-defined up- 
ward trend which began last August. 

Net changes in security markets for the quarter were 
notably diverse. The Dow-Jones industrial average de- 
clined about 8 points or some 6 per cent, while the rail- 
road average scored a fractional net gain. Our weekly 
index of 290 issues declined a bit less than 3 points or 
about 5.5 per cent. 

Highest grade bonds and preferred stocks declined 
moderately but with enough persistence to suggest that 
the long bull market in this type of security has at last 
topped out. The Dow-Jones average of 40 corporate 


MILLER 


bonds gained a fraction. Second grade rail bonds have 
been star performers, advancing an average of about 8 
per cent over the three months. 

Lower grade and defaulted rail bonds came through 
with their own individual bull market. Acceleration of 
the movement toward integration of public utility hold- 
ing companies brought substantial rise in holding com- 
pany senior issues and further decline in their equities. 


Industrial preferred stocks of medium and speculative 


grade held fairly close to recovery highs. 

On balance the war developments of the first quarter 
were definitely in favor of Great Britain, although not 
decisive in relation to the duration or final outcome of 
hostilities. Italy was reduced to impotence as a land 
and sea power; the Japanese threat in the Pacific was 
substantially deflated; Hitler met with a serious reverse 
in his Balkan power politics drive; the German air and 
sea campaign against England took a heavier toll but 

remained indecisive; the British air attack 





against the Nazis was substantially and ef- 
fectively intensified as larger forces of heavy 
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“short of war” virtually discarded in official 
utterances. 

Through the winter investors looked to 
the fateful month of March with deep un- 








certainty and foreboding. More often than 
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not in recent years it had brought dramatic 
successes for Hitler, sharp declines in the 
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stock market. In fact, March had been Hit- 
ler’s favorite month. He re-occupied the 
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Rhineland in March, 1936; took Austria in 
March, 1938; swallowed Czechoslovakia and 
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kicked the Munich settlement to pieces in 
March, 1939; started initial moves for the 














Norwegian campaign, as preliminary to his 
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| great drive against the Low 
' Countries and France, in March, 


4 66—— 
| 1940. | 

On the German schedule 

» March, 1941, called for the be- | —_— 

' ginning of a greatly intensified | 





| Battle of the Atlantic and si- 
/ multaneous completion of Nazi 















domination of the entire Balkan 


90 
' area. Greece was to be bluffed 
into submission or over-run, 1 
p aes 
after Yugoslavia had _ been 





forced to sign up with the Axis 
following peaceful conquest of 
Bulgaria. That would leave 
Turkey next on the list, last bar- 
rier to the Near East oil riches 
and the land route to Suez. 
Today, however, the Battle of 
the Mediterranean is taking the 
news spotlight from the Battle 
of the Atlantic; and in the Battle 
of the Mediterranean the Brit- | 
ish thus far retain a successful 
initiative. Apparently Hitler 
must fight an unwanted two- 
front war or shift tactics as a 
Balkan front of Turkish, Greek, 
British and Yugoslav forces 
solidifies and strengthens against 
him. It is by no means certain | 4 
that he will take the offensive | 
against this challenge. It would 
not be very surprising if he 
writes off Mussolini and at- 
tempts to force France into an 
active alliance. | ob 
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In short, the advent of Spring L 








brought less frightening and 
more hopeful war developments 
than any of the experts had anticipated during the 
winter—but it must be noted that the stock market 
throughout March has failed just as signally to capital- 
ize on good war news as it had for months failed to capi- 
talize on the high level of earnings prevailing in most 
industries. 

The past week—which saw the sensational about-face 
of Yugoslavia and Britain’s greatest victory of the war 
against the Italian fleet-—brought a net rise of 39 cents 
in the Dow-Jones industrial average. Its range for the 
week was less than 114 points, closing prices. From the 
end of February through last Saturday its net change 
was rise of 40 cents and its maximum range was less 
than 4 points. 

Of course, so narrow a sidewise movement can not 
continue much longer. For weeks every rally has died 
just under the 124 level. There is still a chance of an 
upward thrust through this resistance, but in that case 
even tougher resistance would be encountered around 
the 127-130 area. Our technical measures show that 
buying demand is at extremely low levels. and that 
sellers seem increasingly inclined to let go without wait- 
ing for higher prices. Under the circumstances, any 
brisk rally above 124 would have a better than even 
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chance of proving a false move and inviting opportunis- 
tic liquidation. At present, however, both demand and! 
pressure are at such extremely low volume levels that 
little or no significance can be attached to daily fluctua- 
tions. 

While we have no positive conviction regarding the 
immediate market outlook, we believe the next broad 
movement—whether it develops in April or May—is. 
more likely to be down than up. In any event, pending 
probable eventual test of the February lows, we would 
advise against expansion of trading or investment com- 
mitments and in favor of maintaining the maximum 
liquidity of funds which individual circumstances 
permit. 

We strongly suspect there is more to this war-econ- 
omy market than meets the naked eye; and it remains 
to be seen at what level of the averages full allowance 
will have been made for radically higher taxes and the- 
increasing variety of restrictive controls. After all, 
earnings of the war stocks are temporary and can not 
be forecast as to either continuity or scope; while earn- 
ings, after taxes, of most companies not participating 
importantly in armament volume will be below normal. 

—Monday, March 31. 
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Profits Under Our 





New Economy 





BY LAURENCE STERN 


Wars you consider investing money in the 
securities of any corporation the first thing you 
examine, of course, is earning power. The divi- 
dends that you expect to get as a stockholder 
depend upon profits. Continued payment of the 
interest due you as a corporate bondholder 
depends upon profits. 

And in a-larger sense the aggregate profits of 
American business constitute—at least from the 
point of view of stockholders and bondholders— 
the most significant measure of the health and 
vitality of the capitalist system of enterprise. 
If the time ever comes when profits are too small 
and uncertain to induce expanding investment 
in productive enterprise, the capitalist system— 
around which is built our present way of life—will 
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be doomed. 

Now that virtually all 1940 earnings reports 
have been issued, it is worth while to attempt an 
analytical appraisal of the profit picture as a whole; 
to look at the forest, rather than the trees; to note the 
apparent long term trends of greatest investment sig- 
nificance. We will seek such a bird’s-eye view in the 
first section of this article and in the second section 
we will take a look at the 1941 profit potential of 
various industries and companies as it now appears to 
shape up. 

Mr. Jesse H. Jones, who among other things is our 
Secretary of Commerce, recently stated—with a note of 
official pride—that total profits of all corporations in 1940 
were approximately $5,000,000,000. He added that the 
figure was the largest of the past decade. 

That sounds pretty good. But—as every investor 
knows—most of the past decade was far below normal 
in business volume and earnings. Mr. Jones could have 
made it sound even better by noting that total 1940 
profits represented a net gain of $10,375,000,000 over 
the year 1932, in which the aggregate loss of all corpora- 
tions was $5,375,000,000! Of more concern to the Amer- 
ican investor is the fact that the $5,000,000,000 total of 
profits last year was nearly 38 per cent less than the total 
of 1929, although aggregate business activity in 1940, as 
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measured by the Federal Reserve Board index, was nearly 
11 per cent greater than in 1929. 

Moreover, 1940 profits were 15.7 per cent less than 
the average of the years 1923-1925, the so-called normal 
period long used as the comparative base by the Reserve 
Board and other Federal agencies. To complete this part 
of the story, the 1940 total was 37 per cent less than the 
average of the World War years 1916 and 1917. 

And for our purposes here it is valid to make proper 
allowance for population growth because over the long 
term it has a significant relationship to total business 
activity. Other things being equal, it takes more busi- 
ness volume to serve the demands of 130,000,000 people 
than to serve 105,000,000 people. At least in theory, the 
more business activity, the more profits. 

If, relative to population, the 1940 earning power of 
American corporations had equalled that of the average 
of 1923-1925, the total would have been approximately 
$7,177,000,000 or 43.5 per cent more than it actually was. 

Generally speaking, enterprises engaged in manu- 
facture are more flexible, more capable of translating 
technological progress into profits and more favored by 
secular growth than is business as a whole. Because of 
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these reasons, manufacturing industry has made a some- 
what more favorable profit showing in recent years, in 
comparison with the 20’s, than has aggregate business 
enterprise. This differential—especially in earning power 
before taxes—will be more marked this year and for some 
time to come because the vast armament demands will 
stimulate manufacturing relatively more than total busi- 
ness activity. 

It is both illuminating and extremely interesting to 
draw up a kind of consolidated operating statement for 
American manufacturing industry as a whole, noting 
changes in the major items over the past decade or more. 
This can be done by using Treasury tax statistics and 
certain other official data, supplemented by estimates 
for 1940 based on more limited available information. 

The first item on this statement is gross revenue, esti- 
mated at approximately $62,000,000,000 for 1940, as com- 
pared with $64,193,000,000 average for the year’s 1925- 
1930. Despite unfavorable difference of 3.4 per cent in 
gross, total net income before taxes was approximately 
$5,500,000,000, as compared with average of only $3,988,- 
000,000 for 1925-1930. Thus, this item showed a favor- 
able differential of $1,512,000,000 or nearly 38 per cent. 

Moreover, 1940 earning power of all manufacturing 
corporations, before taxes, exceeded the 1929 total of 
$5,115,000,000 by about 9 per cent, although 1929 gross 
intake of $71,640,000,000 was more than 15 per cent 
larger than 1940 gross. Expressed otherwise, 1940 net 
before taxes was equal to approximately 8.8 per cent of 
gross, against 7.1 per cent in 1929. 

Since management has no control] whatever over taxes, 
it is earning power before taxes that truly reflects operat- 
ing efficiency and economic factors. That such earning 
power in 1940 was substantially higher than in the best 
years of the ’20’s will surprise many. Obviously, this 
could only be made possible by a substantial decline in 
operating costs. What costs were lower and to what 
extent? 

Payroll costs were higher, but more modestly so than 
is commonly supposed. Total manufacturing payroll last 


year is estimated at approximately $12,600,000,000, as 
compared with average of $12,250,000,000 for the period 
1925-1930. The increase was about 2.4 per cent. It was 
a somewhat larger increase, however, when related to 
gross income, amounting to 20.3 per cent of gross last 
year against average of 19.1 per cent for 1925-1930 or a 
difference of slightly more than 6 per cent. 

Thus the cost reduction centered in total expenses 
other than payroll and taxes. Such expenses include cost 
of materials, fuel, transportation, power, rent, interest, 
depreciation, etc. They amounted to estimated total of 
$43,900,000,000 in 1940 as compared with $47,955,000,000 
for 1925-1930 or a reduction of approximately 8.4 per cent. 


The Biggest Beneficiary 


By far the biggest beneficiary from these reduced. 


costs, however, was government. Total taxes of manu- 
facturing companies for 1940 are estimated at $3,000,- 
000,000, against $1,085,000,000 average for 1925-1930. 
The increase was $1,915,000,000 or more than 177 per 
cent. As a result, net profit available for dividends and 
surplus was only $2,500,000,000, as compared with 
average of about $2,903,000,000 for the period 1925-1930. 
Total dividends paid by manufacturing companies in 
1940 are estimated at approximately $2,000,000,000 or 
but modestly less than 1925-1930 average of $2,.157,- 
000,000. Since we make allowance for a lower cost of 
living in calculating the real wages of labor, it is valid 
to do the same for dividend income. With such adjust- 
ment, the purchasing power of 1940 dividends paid by 
the manufacturing industries was, of course, substantially 
greater than in the period 1925-1930. And since a sub- 
stantial proportion of dividend income is reinvested in 
equities, it is perhaps pertinent to observe that 1940 divi- 
dend income would buy more than twice the values in 
common stocks—at average 1940 prices—than could have 
been bought with 1925-1930 dividend income. 
Dividends distributed by manufacturing companies 
last vear amounted to, roughly, 80 per cent of net profits, 
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early months of 1940. 
Summing up, it seems not too 
optimistic to hazard an estimate 
that 1941 industrial earning 
power — before taxes — will be 
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somewhere between $6,200,000,- 
000 and $6,500,000,000, or from 
13 to 18 per cent greater than 
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in 1940. If these estimates are 
fairly near the mark, it means 





that the manufacturing com- 
panies as a group could absorb 
an increase of somewhere be- 
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tween 25 and 33 per cent in total 
tax bill and still earn approxi 
mately as much as the $2,500,- 
000,000 estimated for 1940. 
Whether this year’s boost in 














total taxes will amount to that 
much, or to more, is anyone’s 
guess at this time. 
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as compared with distribution of average of about 70 per 
cent of net earnings over the year i925-1930. At 
$500,000,000, balance for surplus and reserves was about 
33 per cent less than average of $746,000,000 for the 
earlier period. 

The changes in the disposition of total income, before 
taxes, are most striking. Taking this item as 100, taxes 
took 54.5 per cent of it last year, against 27.2 per cent 
average for 1925-1930; dividends got only 36.4 per cent 
of it, against 54.1 per cent for 1925-1930; and balance for 
surplus accounted for only 9.1 per cent against 18.7 per 
cent in 1925-1930. 

It is extremely difficult to estimate, even roughly, the 
potential 1941 earning power of this group of some 92,000 
active manufacturing companies. Their gross for the 
year will be very substantially larger than in 1940, pos- 
sibly as much as 15 to 20 per cent larger. If we could 
figure the profit prospect on the basis of 1940 operating 
costs and taxes, the picture for the stockholders would 
be pleasant indeed. But operating costs are in a rising 
trend and taxes are certain to be further increased. 
Nevertheless increased volume in the aggregate will cer- 
tainly go a goodly distance toward offsetting higher 
costs. Indeed, it seems probable that earning power of 
industry, before taxes, will reach a new all-time high level. 

Wage rates are rising, but it is the unit labor cost that 
affects profit margins; and whether industry as a whole 
will experience any significant increase in unit labor costs 
this year is a moot question. Payroll last year amounted 
to about 22 per cent of total operating costs of industry. 
A 10 per cent increase in total payroll would have added 
about 2.2 per cent to total operating outgo. A 10 per 
cent increase in wages of hourly workers would have in- 
creased total cost substantially less than 2 per cent, since 
the important proportion of payroll made up of salaries 
is far more static than that accounted for by wages. Up 
through February, unit labor costs in manufacturing as 
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Among the various industries 
in the direct line of benefit from the defense program, 
but subject to heavy taxation, is the aircraft manu- 
facturing industry. Taxes weigh heavily on the indus- 
try’s future, and further detriment to profit margin may 
materialize as deliveries to our Government advance in 
proportion to the total. The lend-lease arrangement 
means, of course, that our own Government will do the 
buying which will cut down the more lucrative direct 
sales to Britain. Nevertheless, current backlogs are so 
large (over $4,000,000,000) as to insure capacity opera- 
tions at least as long as the war lasts; the rapid plant ex- 
pansion of the past 15 months, moreover, has placed the 
industry in position for exceptionally heavy production. 





Representative List of Companies Likely to 
Earn More in 1941 Than in 1940 


Bullard 

Mesta Machine 

Dow Chemical 

Union Carbide 
Pennsylvania RR 
Atchison, Topeka & SF 
Raymond Concrete Pile 
Baldwin Locomotive 
American Car & Foundry 
Bath Iron Works 

Todd Shipyards 

N. Y. Shipbuilding 
Mack Trucks 
International Harvester 
White Motor 
Timken-Detroit Axle 
Thompson Products 
Yellow Truck 


Mueller Brass 


Boeing Airplane 

Curtiss Wright 

Douglas Aircraft 

United Aircraft 

American Airlines 

Eastern Air Lines 

Crucible Steel 

Bethlehem Steel 

U. S. Steel 

Johns Manville 

National Gypsum 

Fairbanks Morse 
McWilliams Dredging 
Great Lakes Dredge & Dry Dock 
Standard Dredging 
Westinghouse Elec. & Mfg. 
General Electric 

Black & Decker 


National Acme 
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Recently enacted amendments to excess profits tax 
laws which favor growth companies are particularly help- 
ful in this industry, because of its unusual growth in 
recent years. The bases for excess profits taxes had been 
highly unfavorable to the aircraft manufacturing com- 
panies, since most of them have low invested capital 
and in some instances low average earnings because of 
expansion readjustments. To demonstrate how favor- 
ably some companies would be affected under the new 
law, Consolidated Aircraft’s estimated excess profits tax 
exemption under the previous law was $1.25 a common 
share, and under the new law it is approximately $2.40. 
Douglas runs to $10.25 vs. $6.75; Grumman up to $1.65 
vs. $0.80; Lockheed $2.50 vs. $1.40; Martin $3.55 vs. 
$2.25; North American Aviation $1.85 vs. $0.65; Sperry 
$2.65 vs. $1.90 and United Aircraft $3.40 vs. $1.75. 


Setting the Pace in Earnings 


The rate of expansion in the young and growing air 
transport industry will be distinctly retarded this year, 
in view of unavailability of new equipment and possible 
pilot shortage. Nevertheless, this very situation calls 
for elimination of costly expansion and elaboration of 
equipment; it also means a rise in the load factor on 
present equipment. From the viewpoint of excess profits 
taxes, the industry is peculiarly well situated. At pres- 
ent, at least, the industry has special exemptions, these 
applying when net income for any year is not greater 
than the sum of air mail revenues and the usual exemp- 
tion applicable to other corporations. Higher net income 
than in 1940 seems likely this year. 

Alloy metal castings companies, copper and brass fab- 
ricators and related lines likewise appear to face an 
improved earnings year over 1940, in spite of sharply 
increased costs of doing business. 
Not only is the industry receiv- 
ing large direct orders from the 
Government, but heavy _busi- 
ness is flowing from other indus- 
tries making goods on Govern- 
ment contract. Steel alloy mak- 20% 
ers and fabricators have been 
in a growth trend in any event 
and are slated for an extra up- 
ward push by the defense pro- 
gram wave. Excess profits tax 
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and initial work for construction of naval bases has the 
greatest period in its history ahead as Caribbean, New- 
foundland and Hawaiian bases are begun or enlarged. 
This portion of the defense program, broadened by leas- 
ing of islands from Britain, promises such companies as 
MeWilliams Dredging, Standard Dredging and Raymond 
Concrete Pile a record volume of business and definitely 


higher profits than in 1940. Not even the companies 
in the residential construction field seem likely as a whole 
to do worse than in 1940, despite the potential curtail- 
ment of home building later this year. 

Coming higher taxes will take a heavy toll in this 
industry; for example, there is talk that the normal 
Federal tax may be raised to 30 per cent this vear, from 
the present rate of 24 per cent. Moreover, the excess 
profits tax exemptian may be dropped in the average 
earnings option to 75 per cent of the 1936-39 earnings, 
compared with the present 95 per cent. while the exemp- 
tion under the invested capital option may run down to 
5 per cent instead of the current 8 per cent. On this basis, 
to show how some companies in this field may be affected. 
we have taken the option most favorable to the particular 
company and refigured its 1940 net income. Johns Man- 
ville would, in this manner, have reported net income of 
about $5 a common share, rather than the actual $6.35: 
Alpha Portland Cement about $1.15 a common share. 
rather than the $1.44 actual, and U. S. Gypsum about 
$4.55 a common share, rather than the $5.44 actually 
reported. As a “growth” situation, U. S. Gypsum’s 
exemption to excess profits taxes will be raised under the 
new amendment to $4.60 a common share, from the 
former $4.15 a share. 

The Diesel engine. machine tool and general machinery 
lines have ahead of them far more business than they 
can handle this year. Many (Please turn to page 788) 











law amendments would benefit 
companies in this field; e.g., 
Copperweld Steel’s exemption 
per common share will be ad- 
vanced under the new provisions 



































to $1.50 vs. $1 on the former '!°% 
basis, and Carpenter Steel (alloy 
and stainless) up to $2.50 vs. 
$2.10. The net result as to taxes, 
however, is likely to be much 
higher totals than in 1940. 5% 

















Building materials prospects, 
reflecting the need for plant en- 
largements and rehabilitation to 
increase armament, are excel- 
lent. The related industry of 
dredging, harbor improvements 0 
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Damaged London.—The greater amount of destruction done to national property in this war will tremendously increase the 





burden of reconstruction. 


Can Capitalism Survive 


The Burden of War Debts? 


Hhruex’s faith in the inevitable vic- 
tory of German arms is said to be based 
partly on the belief that the capitalist 
system of free enterprise must go down 
under the financial burden of the present war. Only 
the totalitarian war economy, the Nazis explain, will be 
able to escape the penalties of ruinous inflation and the 
subsequent social upheaval through an all-inclusive re- 
striction upon individual economic activity and spending. 
On this score, however, the hope of the Nazis must be 
growing less and less. The capitalist British Empire 
and other countries have taken a leaf from the Fuehrer’s 
own book and have been curbing free economic activity 
to the extent that they too have become practically 
totalitarian economies. 

Like many people, the Nazis are probably underesti- 
mating the ability of the much scorned capitalist social 
order to adjust itself to new situations. But flexibility 
is one of the greatest assets of the capitalist system, 
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provided, of course, that it is permitted 
to work out its own adjustments— 
just as organization may be the strong 
point for which the Fascist and the 
Nazi economic systems may be remembered. In fact, 
despite the catastrophe of the First World War, infla- 
tion, the national bankruptcy of several states and in- 
creasing government restrictions, the capitalist system 
not only survived, but by seizing on new ideas and 
scientific progress, succeeded in bringing about a higher 
standard of living during the inter-war period. On the 
other hand, it failed to prevent unemployment and to 
foresee its social and political consequences that led to 
the Second World War. 

Will this flexibility and the vitality that served the 
capitalist system so well after the First World War make 
possible an adjustment to the new world after World 
War No. 2? No living soul can answer this. Much will 
depend upon the length of the war and upon the type 
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of peace. It may be necessary to continue the war-time 
economy for several generations to come. What will be 
the role of socialism? Will greater co-operation between, 
business and Government be possible? No one knows, 
because it is impossible to foresee the changes wrought 
in the structure of post-war society as a result of the 
redistribution of income and wealth, brought about in 
turn by inflation, war sacrifices and the fortunes of war. 

It is one of the purposes of this article to show that 
the progressive creation of huge indebtedness is not in 
itself an insurmountable obstacle to the continuation of 
the capitalist system. People have been distressed 
because new indebtedness is being piled on the already 
huge public debt left from the First World War and 
because the real cost of War No. 2 to the belligerents 
as well as to neutrals already far exceeds the costs of 
War No. 1. 

The necessity of greater real costs is well realized. 
Special war equipment and greater mobility of the pres- 
ent armies require a larger industrial plant in the hinter- 
land and hundreds of thousands of horsepower per army 
unit, whereas in the First World War but thousands 
were needed. The soldier, too, is most costly. It has 
been estimated that something like $25,000 worth of 
training must be invested in a pilot 





States are 214 per cent and 314-41 per cent, respectively. 
Thirdly, with but a few exceptions, the new debt 


now being created is internal. In the last war and 
during the reconstruction period, a large external debt 
was incurred. It was the nature of this particular debt, 
rather than the magnitude of the entire debt structure, 
that was responsible for transfer problems and for much 
of the economic and political instability during the inter- 
war period. 


War-Created Debt and Taxes 


As long as a country creates internal debt only, the 
Government is its own debtor and creditor. It simply 
collects money from a certain group of its nationals and 
disburses it to another group. For this reason, the 
service on debt may be an important factor in influenc- 
ing the redistribution of income and wealth. For exam- 
ple, this country discovered during the first post-war 
decade that the collection of taxes to repay a part of 
the war-created debt had a definite effect upon the rela- 
tive output of producers’ and consumers’ goods. The 
changed relationship in this output eventually influenced 
the social structure of the nation. 





before he may be trusted to fly a long- 
range bomber which itself may cost 





seven to ten times as much as its 1918 
counterpart. 

Moreover, as the attacks on Great 
Britain brought home last Fall, the very 
mechanization of armies has further in- 
creased the destructiveness of the war. 
This destructiveness may not be greater 
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in human lives, but rather in the matter 
of personal property and national equip- 
ment such as railways or shipping. The 








reconstruction will have to be longer and 
be more burdensome. 

On the other hand, there are certain 
“attenuating” circumstances’ which 
lighten the burden of carrying the new 
indebtedness. In the first place, the 
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weight of debts at the outbreak of the 
Second World War was less than a mere 
comparison of the absolute figures which 
1914 would indicate. The currency de- 
valuation in the postwar and depression 





years had the effect of writing down a 
large part of this indebtedness and the 











annual cost of carrying these debts was 
substantially reduced by lower interest, 
conversion and defaults. 

In the second place, the newly-created 
debt itself: bears a considerably lower 
interest coupon than the debt incurred 


BILLIONS OF NATIONAL CURRENCIES 


UNITED KING 





CANADA 





in 1914-18. This reflects partly a greater 
control of money markets by Govern- 
ments, and partly the improved tech- 
nique of financing. The new British war 
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debt, for example, is being financed at 
around 8 per cent in contrast with the 
rates up to 5 per cent in 1914-18. The 
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The magnitude of the debt itself, however, does not 
necessarily affect the prosperity of a nation. As will 
be seen from the accompanying table, the British debt 
which will reach at the end of the 1940-41 fiscal year 
(March 31) some £11,500,000,000, is, in fact, lighter 
in terms of this year’s national income of about £8,700,- 
000,000, than was the £7,770,000,000 debt in 1932-33 
when the national income was less than half as large 
as this year. 

From now on, however, the growth of the public 
debts promises to be much faster than the growth of 
national income. As a result of the anticipated deficit 
of about £3,500,000,000 in the next fiscal year, 1941-42, 
the British debt one year from now is likely to reach 
a figure that could hardly be visualized a few years ago: 
£15,000,000,000, equivalent to about $60,000,000,000. 
Considering that Great Britain has only one-third of 
the population of the United States, such debt has the 
same weight as a $180,000,000,000 debt in this country. 

To what level the French debt has risen, it is impos- 
sible to ascertain. The last available figures placed it 
at about Fr. 433,000,000,000 as of August, 1939. Since 
then, heavy war expenditures and the maintenance of 
the German army of occupation costing Fr. 160,000,000,- 
000 per year, must have lifted the French debt to 
astronomical figures, probably exceeding one trillion, 
or one thousand billion, francs. 

In comparison with other countries for which data are 
available, the debt of the United States is still consider- 
ably smaller than the national income, as will be seen 
from the accompanying table. This is despite the 50 per 
cent increase in the fiscal years 1940-41 and 1941-42. 
The Canadian federal debt is about as large as the 
national income. 

The growth of public debts in the Axis countries is 








Wide World Photo 
The swastika flies at the entrance to the famed Ecole Militaire. 
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exceeding by far the growth of the national income. As Ff 


one can see from the table, Japan’s debt has been grow- 
ing at the rate of about Y6,000,000,000 since the 
“Chinese Incident” (1937) while the increase in the 
national income was only about half as large in the same 
period. By the end of the next fiscal year, March 31, 
1942, the debt will be Yen.35,000,000,000 or about six 
times as large as before the occupation of the Manchukuo 
and at least 30 per cent more than the national income. 

The disclosed German public debt is now growing at 
the rate of about RM 40,000,000,000 per year and will 
reach about RM 90,000,000,000 by March 31, 1941. The 
concealed debt, mostly in the form of short-term paper, 
is estimated at an additional RM 25,000,000,000 to 
RM 50,000,000,000. All but about RM 10,000,000,000 
of the German public debt was incurred during the Nazi 
regime. 


Levies for Debt Reduction 


It is anticipated that the Italian debt will have passed 
the Lire 200,000,000,000 level by next June. At that 
level it will be about twice as large as the Italian national 
income in 1940, which will make it about the heaviest 
in relation to national income of all the countries for 
which comparative data are available. 

In order to mitigate the influence that the payment 
of a huge debt service may have on the post-war dis- 
tribution of income and wealth, it is more than likely 
that some attempt will be made to scale down the burden 
of indebtedness. The most equitable would be a levy 
of some sort. With Government control of the economic 
system, the chief objection—the possibility of evasion— 
could be effectively eliminated. 

A progressive levy was proposed in Great Britain after 
the War No. 1, but was given 
up as impracticable and as 
penalizing the saver. Germany 
imposed in 1919 a special emer- 
gency sacrifice levy which was 
payable either in cash or in 
Government securities or in real 
property. In Italy, a 10 per 
cent capital levy was imposed 
on dividends at the time of the 
Ethiopian campaign and _ the 
following year a levy of 10 per 
cent was imposed on corpora- 
tions, accompanied by a forced 
loan on real estate. 

Another method of scaling 
down the debt is the repudia- 
tion (aside, of course, from in- 


flation) but such a_ drastic 
measure is unlikely in countries 
where government debt _ is 


widely held. 

Far more dangerous to the 
capitalist system and to the 
structure of society than debts 
is inflation, the most haphazard 
and most unfair way of scaling 
down the debt burden and of 
distributing wealth and income. 
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By penalizing the saver, the wage earn- 
er and the creditor, inflation has again 
and again weakened the middle class, 
the backbone of a host of nations. 
Since last June the possibility of infla- 
tion in Great Britain has become real. 
With budgetary expenditures expected 
to reach about £5,000,000,000 during the 


1941-42 fiscal year, it will be possible to —_”**" 
finance but £1,700,000,000 to £2.000.000,- 
000 from the budgetary revenues and 4943.44 
about £1,500,000,000 by non-inflationary — 4999.39 
borrowing of current savings and by the pen 
realization of foreign assets. The “gap” wenia 
of some £1,500,000,000 will have to be 
borrowed from the banks. While the ‘*” 
existence of larger bank credit does not 1%4-41° 
in itself make prices go up, nevertheless, 1941-4%e 
additional purchasing power is created. 
How the British public will be forced to 
give up this additional purchasing power sirshan 
(estimated at about 20 per cent) as salted 
well as some of its older purchasing 193233 
power (to offset some 25 per cent decline — 1938-39 
in consumers’ goods) will be decided 1939-40 
next month. Unless some all-inclusive  1940-41p.. 
restriction of the individual purchasing — 1941-49 
power is adopted, as has been done in 
Germany and to some extent in Japan, 
the vicious spiral of price and cost rise 1913-14. 
may begin to operate. 1929-30... 
Meanwhile, inflation of the most dis- 1938-39. 
astrous type is beginning to take root in — 1939-40 
the Nazi occupied countries of Europe.  1940.41p 
in France, Belgium, Bohemia, etc., where — 4944-49¢ 
it is confined to a few non-rationed com- 
modities and products and to the equi- 
ties. Even in Germany which finances 1913-14 
itself to a considerable extent by requi- — 1999-30.. 
sitioning products and labor in the con- 4938.39... 
quered countries, the tax receipts 4939.49 _. 
dropped in the 1940-41 fiscal year to joso41,. 
about 37 per cent of budgetary expendi- 494, 4, 


tures in contrast with 65 per cent in the 
last peace year. 


p—Preliminary. 


The Increasing Burden of National Debts 
(All Figures in Millions of National Currency) 


Budgetary 
Expenditures National Debt 
% of % of 
National National National 
Income Actual Income Actual Income 
UNITED STATES 
31,500 735 3 1,193 a 
81,100 3,440 os 16,185 20 
44,700 3,864 8 22,539 50 
62,500 8,707 14 40,440 65 
67,100 8,998 13 42,968 64 
74,000 13,202 18 49,150 66 
85,000 17,489 21 58,500 69 
GREAT BRITAIN 
2,300 173 8 706 31 
4,400 723 16 7,573 172 
4,000 774 19 7,768 194 
5,000 1,068 21 8,163 163 
6,100 1,817 30 8,930 146 
7,500 3,850 51 11,500 153 
8,700 5,000 57 15,000 172 
JAPAN 
3,000 722 24 2,584 86 
11,900 1,736 15 5,905 50 
18,800 8,138 43 17,347 92 
22,000 9,409 42 22,286 101 
25,000 11,634 47 28,900 115 
27,000 12,874 49 35,000 130 
GERMANY 
45,700 4,897 11 5,017 11 
75,900 8,043 11 9,629 13 
79,000 29,280a 37 30,676 39 
88,000 44,960a 51 52,060 59 
er 100,000 72,000a 72 90,000 90 
wens 135,000 


e—Estimated. a—Tax receipts plus net increase of debt. 





Inflation is becoming also increasingly 
more obvious in Japan, where in the last 
three years only about 28 per cent of national expendi- 
tures was met from taxes. In Italy the tax revenue 
was estimated in 1939-40 at about 53 per cent of 
budgetary expenditures. 

What, then, are the chances that the fundamentals 
of the capitalist social order: freedom and equality of 
the individual in a free and equal society, will survive 
in the new post-war world? Obviously any prophecy 
is vain. Unless the democracies are decisively beaten 
or the war is very long and has to be financed through 
inflation, the chances of the survival of capitalism as a 
system of organizing production and trade and of apply- 
ing the results of science to general advantage by private 
enterprise are good, indeed, in the Anglo-Saxon world. 
But this in itself may not be enough. For its own sake, 
the capitalist society will have to solve the problem of 
unemployment. How this will be done, whether by 
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greater cooperation between business and Government, 
or by greater discipline of business or some other form 
of restraint, it is still impossible to foretell. Certainly 
business will have to realize that not all its problems are 
economic. 

How about the countries of Europe which are being 
milked dry by the Nazi military and where inflation has 
already set in? How about China and Japan? Again 
these are questions difficult to answer but it would seem 
that, as a result of suffering, the social attitude may be 
such as to prevent even a modified form of capitalism 
for some time. On the other hand, an enlightened sort of 
capitalism appears still to be the most ideal social system 
for all new countries, Latin America, Africa, Austra- 
lasia, where a revolutionary exploitation of resources and 
industrialization are taking place as a result of World 
War No. 2. 
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Against the Inflation Threat - 
int 
It’s 
bu 
hir 
lea 
cies commodity prices, shortages of es- Bs 6S. RF. Regardless of what interests get short- an 
sential commodities, demands for higher time preference, the Administration will ing 
wages, and rapid transition to a war econ- have to wrestle boldly with the inflation te 
omy suggest a period of inflation, and the problem before long. This means widespread me 
thought runs through all business discussion and plan- and tight government controls—whether successful or da 
ning these days. But new techniques of controlled not. Under war-time powers the government probably Ay 
economy, developed abroad the past two decades, pro- could enact legislation fixing the prices of virtually every- w: 
vide means by which the government may be able to _ thing, but short of this it has many present and potential 
prevent inflation. Will government controls supplant devices to combat inflation. Ec 
the laws of supply and demand? The price stabilization division of the old defense com- re 
Prevention of inflation is one of the objectives of the mission is being revamped and even without additional tc 
Administration, but not all factions in the government legislation it can be quite effective in keeping down ec 
are agreed on what methods of control should be used prices of articles entering defense contracts through use el 
and when and where they should be applied. All agree of publicity, persuasion, threats, and orders backed by ee 
on the general principle, but some of them think that it the government’s ultimate power of confiscation. Price li 
is fine to put the brakes on the other fellow now but control goes hand in hand with priorities, and as mate- a 
not on their own interests for a while. For manufac- rials are rationed to non-defense uses suppliers will be a 
turers and merchants who want to get a little gravy in told that they should not—which means they must not j 
the form of higher prices to make up for the lean years, —charge scarcity prices. h 
the Administration has little sympathy, but farm in- The government is the largest buyer in the country y 
terests probably will be successful in letting agricultural and as such can virtually dictate the prices at which it ' 
commodity prices climb a bit before much is done about — will buy many commodities. This will be particularly \ 
it. As to wages, the Administration is in a difficult spot; true of foodstuffs and other articles it will purchase to j 
officials have said publicly that wage increases should send to England under the lend-lease bill. It can play 
not be boosted ahead of living costs and should not be one commodity against another, taking whatever is 
permitted to set off an inflationary spiral, yet labor priced right at the moment. It can announce the top 
economists in the government insist that wage costs are _ price it will pay, and higher quotations will be branded 1 
a small element in most prices, and unions are insistent _ profiteering. 
that now is the time for a general upping of all wages. Prices of consumer goods can be influenced in much the 
Policy and precedent probably will be set soon if the same way. Rents may be kept down by government 
Administration has to take a hand in bituminous coal construction of dwelling units, and local rent-control laws 
and steel wage negotiations. are being suggested. Pressure can be put on merchants 
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to avoid mark-ups, and dealers and manufacturers are 
being checked to prevent them from stocking up in- 
ventories. 

The export license control administration has been 
revised and tightened, and very shortly a license will be 
required for the exportation of almost everything of im- 
portance. By this means the government can shut off 
exports of commodities which threaten to go up in price. 
Import control also can be used to this end. On some 
commodities, like sugar, import quotas can be raised; 
on others, like copper, the government can purchase 
abroad when domestic prices get out of line. Through 
control of ship routings and cargo space priorities the 
government can determine pretty much what articles 
will be imported. Many farm prices can be manipulated 
by means of loan rates, relief purchases, and acreage 
allotments. 


Taxes can also be used to influence prices, in a rather 
clumsy way, and there is discussion of putting heavy 
taxes on luxuries and semi-luxuries with the deliberate 
purpose of discouraging their sale so that producers will 
drop out of the market for raw materials. Through taxes 
on individuals and through absorption of savings in 
baby bonds, the government hopes to make it impossible 
for middle-income families to expand their purchases of 
a great many types of goods, and with consumption re- 
duced there will be less pressure for higher prices. 

Interest rates probably can be kept down close to 
present levels for some time to come by the same methods 
that have been in use for the past eight years—govern- 
ment borrowing and lending. Corporation taxes and 
close figuring on government contracts will keep dividend 
payments in general from becoming large enough to 
contribute much to an infla- (Please turn to page 789) 





CAPITOL BRIEFS 


Seven billion appropriation to aid England will put vir- 
tually every plant in the country at work full time pro- 
ducing “defense articles” and require construction of 
many new ones, but the process can’t be speeded up much 
faster than during recent months 
so the money won't all be dumped 
into the business hopper at once. 
It’s scheduled to last two years, 
but already England is dropping 
hints that it won’t be enough. At 
least a billion will be spent for foods 
and commodities other than fight- 
ing equipment. But whether the 
seven billions are spent in one year 
or three, the program means no let- 
down in the all-out war effort of 
American business as long as the 
war lasts. 


Economic warfare is now the U.S. 
role. All supplies to England, none 
to the Axis. The export license 
control machinery is being tight- 
ened and expanded, and a lot more 
commodities are being put on the 
list without much attempt to make 
a technical justification that they 
are needed here for defense. Japan 
just won’t be able to get supplies 
here, and South American nations 
will be rationed to prevent them from accumulating ex- 
portable surpluses. The government will work closely 
with representatives of the British Ministry of Economic 
Warfare, and this cooperation may end complaints that 
British colonies and possessions are indirectly supplying 
the Axis with a lot of things we have shut off. 


Wide World 


Defense strike situation is worse than Administration 
cares to admit. Congressmen’s mail is running heavily 
anti-labor, even from industrial regions. Roosevelt's 
warning in his radio speech and appointment of a media- 
tion board have had no effect. New board really has 
little power and is superimposed over other machinery. 
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Congress is far from satisfied but is willing to let the 
Administration have its try. If strikes and union de- 
mands don’t decline markedly soon there will be re- 
strictive legislation of a sort labor won't like at all. 
Some observers think Roosevelt 
slyly plans it that way, realizing 
he can’t do much by persuasion 
and mediation, but wanting Con- 
gress to take the responsibility for 
drastic action. 


Internal bickerings still hamper 
defense administration, despite a 
number of quiet reorganizations 
and shifts. Irony is that labor, 
farmers, and left-wingers, whom 
Roosevelt has championed, are 
doing the most griping about the 
defense set-up, while businessmen, 
whom he has kicked around 
for eight years, are giving him the 
most co-operation. There is no 
doubt that he realizes this. That 
is why businessmen in O P M tried 
so hard to get Harry Hopkins on 
the defense planning board—so he 
could see how they are carrying the 


Harry Hopkins—businessmen are hoping for ? hile . a Se ice 
is aeenahinanae Ge Goteann: oleanton ball while the other groups are 
board. 


grinding axes, and take the word 
back to the Chief. They think 
their strategy is bearing fruit, though they still have 
their fingers crossed. 


Economic planning is being urged openly by New Deal- 
ers after six years of the soft-pedal. It crops out in many 
places, most notably in the report of the National 
Resources Planning Board, a branch of the Executive 
Office. In addition to a six-year program of public 
works and post-emergency projects to stabilize employ- 
ment, it recommends Federal control of soil, water, 
power, timber, coal, oil and gas in the name of conserva- 
tion and defense. Actually the proposals contemplate 
regulating from Washington (Please turn to page 790) 
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New Industrial Giants 


BY J. C. CLIFFORD 


O. all of the newer industries covered in this series, syn- 
thetic fibres have probably made the greatest progress 
both in technology and commercial production. Starting 
out as a substitute for silk, synthetic fibres have long 
since passed the substitute stage and now enjoy an im- 
portant position in our economy as a separate and dis- 
tinct product for the manufacture of which we have 
abundant supplies of raw materials in this country. 

Basic raw materials for modern synthetic fibres are 
legion. They consist mostly of cellulose materials such 
as wood, cotton and—if need be—straw, sugar cane, corn 
stalks or any fibrous vegetable matter that has a reason- 
ably large quantity of cellulose in its makeup. But such 
items do not constitute our sole supply for even if they 
were no longer available in adequate amounts, new syn- 
thetic fibres could still be compounded from coal, lime- 
stone, salt and even sand. New fibres are currently being 
made from all of these materials on a commercial basis 
while first rate fibres are also being produced from milk 
curds and petroleum gases on a semi-commercial basis. 
Each of the new products has definite characteristics 
which make it particularly suitable to certain uses while 
all of them can—and often do—replace some natural 
product of which the supply grown within our own 
borders is insufficient. 

Of the synthetic fibres, rayon is the best known. It has 
been used in this country for the past 30 years, but it is 
only within the last decade that the fabric has come into 
its own; in fact each year since 1930 has seen some sort 
of a new record established in the industry. While rayon 
is a generic name for fibres that are prepared from ma- 
terials rich in cellulose, there are several specific classifi- 
cations based upon the exact method by which cellulose- 
containing materials are converted into fibres for spin- 
ning. These classifications have to do mostly with chem- 
ical treatments, for after a certain initial stage in the 
process has been passed, the products are substantially 
alike both in appearance and application. Rayon’s his- 
tory in Europe goes back much further than in this coun- 
try, but with both Germany and Italy—the largest Euro- 
pean producers—out of production for world markets, 
the American industry need not concern itself seriously 
about European output at this time. Perhaps the only 
hardship that such elmination might entail is to reduce 
the amount of imports, which we have found necessary 
in the past, to make up for the as vet inadequate produc- 
tion capacity of our own growing factories. 

There are four basic methods by which cellulose ma- 
terials—mostly cotton linters and a fine grade of wood 
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pulp—miay be converted into yarn. 
They are the viscose, acetate, cupra 

and nitro processes. The first two are 
the most important as they are almost uni- 
versally emploved in the manufacture of rayon 
in this country and the other two have certain 


drawbacks that make their general adoption 
uneconomical. The viscose process differs from 
the acetate process of manufacturing rayon mostly in t 
the initial treatment of the raw materials. Viscose rayon the 
includes several additional processing steps whereby the sho 
chemical composition of the cellulose stock must first tro 
be changed to one form and then reconverted, or “re- rise 
generated” into liquid cellulose before spinning into fibres tot 
and then must be “set” or solidified in a fixing bath. rut 
Acetate rayon is made by acidizing the cellulose raw wil 
materials into a pure flake cellulose after which it is ya 
liquified with acetone and forced through the spinning sta 
heads whereupon the filaments harden themselves upon be 
contact with air which evaporates the solvent. pa 
of 
Viscose Fibre Production Leads po 
im 
Viscose rayon is produced in the largest quantities be- cr 
cause it is a somewhat older process than the acetate st 
method and because it is favored by modestly lower 
chemical costs. Acetate rayon is somewhat more expen- nie 
sive to manufacture but it has the advantage of needing ic 
a lesser processing time and the product. as it comes vi 
from the spinneret, needs no washing or bleaching as or 
does the viscose process. Acetate fibre is not likely soon re 
to replace the viscose product but it is probable that x 
over the longer term they will be produced in about equal al 
quantities in this country. As both types of fibres are ce 
taken from the spinnerets, they are loosely twisted and 8) 
wound upon cones for further knitting or weaving accord- si 
ing to the type of finished product desired. h 
The filament or fibre whose production has just been t 
described is quite suitable to the manufacture of many n 
types of rayon cloth but offers little advantage as a filler r 
for short fibred yarns such as cotton and wool. The ad- c 
dition of a certain amount of rayon to cotton yarn adds t 
a certain degree of luster and “feel” not possessed by f 
straight cotton while in the case of wool, it not only adds i 
a certain amount of color but also helps to hold the price ( 
of finished cloth within reasonable bounds when the cost | 
of all wool is high. Since the combined products are al- | 
ways carefully marked when made up into cloth, con- | 
sumers have no distaste for the combination and often 
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prefer it for definite 
In order to make a synthetic fibre 
that would combine well with wool and 
cotton in spinning yarn, it was necessary to 
effect a slight alteration in the rayon fibre as 
it left the spinneret. In this case the change 
involved only the cutting of the fibres into 
lengths equal to that of the materials with which 
they were to be spun into yarn rather than to twist 
them first, as is the case with long filament ravon. The 
short product is called rayon staple fibre and in the years 
from 1929 to 1940, annual production in this country has 
risen from 165,000 pounds to 81,098,000 pounds with 
total consumption of this particular type of rayon now 
running close to 100,000,000 pounds yearly as compared 
with last year’s new record-high consumption of filament 
yarn of nearly 389,000,000 pounds. The use of rayon 
staple fibre will continue to grow rapidly and it will not 
be at the expense of rayon filament yarn but rather as a 
partial or whole replacement for wools and as a beautifier 
of cottons. Currently, the shortage of about 18,000,000 
pounds of rayon staple per years is being made up by 
imports—mostly from Japan—but American output in- 
creased 60 per cent in 1940 and should reach a sufficiency 
stage either this year or next at the latest. 

Despite the ubiquity of rayon, the industry is as yet 
not a large one when compared with such giants as chem- 
icals or petroleum. Annual production is currently in the 
vicinity of $300.000.000, but this is a decided increase 
over the output of a relatively few years ago, and can 
readily double in value as more and more natural, but 
scarce, fabrics are displaced. Silk was the first objective 
and now the consumption of rayon in this courntry ex- 
ceeds that of silk more than ten-fold. The rise of other 
synthetic fibres such as duPont’s nylon now threatens 
silk in one of its last remaining strongholds, the silk 
hosiery field. But more of nylon later in the story. Fur- 
ther application of rayon in the various arts depends 
mostly upon the industry itself. Up until recently, rayon 
played but little part in defense measures but now—with 
certain materials threatening a shortage—it is being 
tested for such equipment as parachutes and flying uni- 
forms where rayon’s peculiar properties of resisting mil- 
dew, high tensile strength and relatively low cost make it 
compete strongly with silk which must all be imported. 
Powder bags, aviation cloth, shelters of light weight and 
many other adaptations await only minor technological 
changes before adopting rayon as a standard fabric. 

Rayon’s raw materials—woodpulp and cotton linters— 


purposes. 
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Svnthetic Fibres 


Newer Fibres Follow Rayon's Lead 


are available in ample quantities and still at reasonable 
prices. Since rayon requires a particularly high grade of 
spruce woodpulp, some concern about adequate stocks 
was felt earlier in the war period but has since been al- 
leviated by the development of a large supply and also 
a new chemical process which makes southern pine pulp 
usable in the manufacture of rayon. There is such a 
large surplus of cotton linters available that legislation is 
being considered which would make the consumption of 
a certain proportion of linters with all woodpulp man- 
datory under penalty of extra taxation on the product. 
Prices of wood pulp may eventually increase although 
such a move is not likely in the second quarter of this 
year. Labor costs increased with the inauguration of 
wage minimums and are likely to go higher but it is 
neither raw material costs nor labor that may eventually 
narrow the already moderate profit margins of the rayon 
producers. Taxes—especially income and excess profits 
taxes—will be the greatest deterrent of further marked 
gains in net profits. However, this is common in almost 
every industry but it is probable that continued gains in 
rayon consumption will permit some further increases in 
earnings in spite of higher taxes and other costs. 


Rayon Production Under Control 


Profits expectations are based mostly on the fact that 
rayon yarn prices are low and have advanced but slightly 
in recent years despite sharp gains in demand. With com- 
petitive natural fibres sharply higher than in recent years, 
rayon prices could advance satisfactorily without pro- 
voking undue consumer retaliation. All in all, the price 
diffierential between rayon and silk and wool will prob- 
ably remain fairly constant in favor of rayon while the 
natural fibres will be replaced more and more by the syn- 
thetic product. 

Past dangers of the rayon industry seem to be under 
control. Production capacity is rising but stocks of 
finished fibre in the manufacturers’ hands rarely exceed 
one week’s supply in recent months. Spinning only for 
stock would hold rayon manufacturers at economic levels 
for at least three months which could be stretched out 
for as many more by counting in the amount of rayon 
that would go into consumption even in the poorest of 
times. Competitive fibres are increasing in importance 
but there is as yet no danger that they may displace 
rayon for now they are mostly used to replace some fibre 
that rayon, by virtue of its particular quality, is unable 
to touch. 
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Most synthetic yarns are handled in the same manner 
as rayon after the liquification stage has been achieved. 
This is particularly true of nylon which is a combination 
of components of air, coal and water. The number of 
processes through which the raw materials go before they 
may be spun into a filament are many and complex, 
although now that the process is reaching commercial 
proportions, costs of production are declining corre- 
spondingly and a good part of the savings are being 
passed on to the consumer as lowered prices. Nylon, in 
its finished state, differs from rayons mostly in its elas- 
ticity which is even greater than that of silk. For 
instance, if nylon is stretched 4 per cent of its length it 
will recover 100 per cent as compared with 50 per cent 
for acetate rayon and silk and only 30 per cent for viscose 
rayon. This ability to recover after a stretch makes 
nylon ideally adapted to the manufacture of women’s 
full-fashioned silk hosiery. The finished stocking has a 
better appearance and is more “run-resisting” than pure 
silk, at the same time having greater resistance to abra- 
sion and other desirable qualities. If it were possible 
to produce nylon in sufficient quantities at this time 
there is little doubt that it would completely supplant 
silk in the hosiery field where about 313,000 bales of 
silk, each bale weighing 132 ponnds, were consumed last 
year. Nylon was not generally offered at retail in the 
form of full-fashioned women’s hosiery until May of 
1940. But for the year, there were 2,986,000 dozen pairs 
of nylon full-fashioned hose produced or about 7 per 
cent of the total output of this style of stocking. During 
the last six months of the year, nylon accounted for bet- 
ter than 10 per cent of all of the women’s full-fashioned 
hosiery manufactured and bids fair to capture even 
greater proportions of the output as more nylon yarn 
becomes available. 





Courtesy Owens Illinois Glass Co. 
Glass yarn and some of the products for which it is used. 
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While the hosiery field promises to use as much nylon 
yarn as it can obtain, research in other fields of possible 
use has not been lagging. Nylon has been woven into 
lingerie cloth, girdle material and other fabrics where 
its elasticity is of a definite advantage. It has had 
enthusiastic acceptance by the Air Corps as a possible 
substitute for silk in parachutes because of its resistance 
to fire and water as well as mildew and insects. Nylon, 
as has already been mentioned, is a product of du Pont. 
That company does not attempt to segregate the returns 
from this one of many of its products. so that there is 
no idea as to how profitable its manufacture may be. 
Nylon has, however, the makings of an important prod- 
uct ranking high in the company’s activities. 


Other Synthetic Fibres 


Another product somewhat similar to nylon in its 
chemical composition, is vinvon, made by the Union 
Carbide and Carbon Co. Vinyon is made from vinylite 
resin, a plastic which was discussed in the previous 
article on plastics. Vinyon is water repellent, resists 
such strong corrosive agents as alkalis and acids, as 
well as mildew, and can, after additional processing, 
achieve a high degree of elasticity and tensile strength. 
Like rayon, the fibre can be woven or spun and can also 
be made in staple lengths. It has not, however, as yet 
been drawn out in filaments commercially suitable for 
the manufacture of fine hosiery and it is susceptible to 
moderately high temperatures, softening at only 150 
degrees, Fahrenheit. The product has, nevertheless, 
excellent possibilities in many other fields. This is par- 
ticularly true in the electrical equipment field as an 
insulator where no unusually high temperatures are in- 
volved, due to the fabric’s high dielectric qualities. 

Saran, a new fibre made by 
Dow Chemical from vinylidine 
chloride, is also a synthetic resin 
similar to vinyon. Brine and 
parts of crude oil furnish the raw 
materials for this fibre whose 
greatest application is in the 
semi-textile field. The most ac- 
tive employment found so far for 
this new product is as a substi- 
tute for reed in the manufac- 
ture of seat covers used in sub- 
ways, buses, theatres and other 
places where a long wearing, 
clean material is of great impor- 
tance. Greater and more dra- 
matic uses will later be found 
for it although even now it re- 
places a material that has here- 
tofore been obtainable only from 
the Orient. 

Glass also provides new syn- 
thetic fibres, as witness the most 
attractive fabrics and_ textiles 
made from glass on exhibition at 
the late New York World’s Fair. 
It is unlikely that glass cloth will 
ever become an important textile 

(Continued on page 787) 
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ssing, 
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see Warn the frequently ailing heavy industries now in a 
vie state of thumping good health, the railroad industry is 
ie te booming. The first quarter of this year was one of its 
150 best; moreover, taking the Bureau of Railway Economics 
sie estimate of gross revenues for the full year 1941 of 
par- around $4,665,000,000 (compared with $4,296,600,000 in 
jg 1940), there appear prospects that the railroads may be 
lea able to double their net income of 1940. Such an expec- 
ra tation would assume a mere pulling through of half the 
‘_ estimated increase in gross for 1940. With crop condi- 
idine tions currently good and defense decentralization point- 
sities ing to heavy business for the railroads, the above esti- i eee 
ond mates may be conservative, even though a major deter- aaa 
line rent to increased profit is faced in the coming higher a ee 
ae labor costs, as may be brought about in large measure Hic NOES een ar 
tien through paid vacations. court jurisdiction, and the feeling is — . = 
lain In an atmosphere such as outlined above, certain op- _ legal muddle may not be so hopeless after al _ ews 
otne portunities naturally may be uncovered from time to true value is bound to be better reflected in sobs prices 
wry time. Nevertheless, whatever profits may materialize of securities in this group. That this more hopefu senti- 
f for buyers of railroad securities this year, the biggest, in ment is not yet in full blossom, however, 1s indicated in 
a our estimation, will accrue to holders of securities in comparisons of selling prices of securities in reorganized 
<< reorganization. The experience of railroad reorganiza- or reorganizing railroads to those of securities of solvent 
ne: tions in the past decade had built up a considerable roads. es 
por- amount of ill will toward defaulted railroad bonds, par- Chicago, Milwaukee, St. Paul & aci ( " 1 ~~. 
den ticularly after some of the disheartening losses in the Ist 4s, 1989, for example, are selling only at 77, while 
1 1937-38 deflation period. Since there was no final first mortgage bonds of some solvent roads are quoted 
nt railroad reorganization in the past decade until this as follows: Great Northern Ist 414s, 1961, 108; Illinois 
a year, the feeling had grown that holders of defaulted Central 1st 4s, 1951, 95; New York Central S48, 1997, 
railroad bonds faced unending delays and bickerings of 87; Pennsylvania Railroad 414s, 1981 (principally second 
is various security groups, with no compromise such as mortgage), 103; Southern Railway 5s, 1994, 93, and 
- would permit successful reorganization, likely to take Atlantic Coast Line, Ist 4s, 1952, 77. And yet, fixed 
a0 place. charges on the new basis were covered 3.90 times in 
vt Accordingly, defaulted railroad bonds have sold con- 1940 by the Chicago, Milwaukee, St. Paul & Pacific, with 
: on sistently below actual value, figuring the properties as coverage for 1940 running as follows for the other roads 
a a going enterprise; in virtually all cases, moreover, the listed above: (preliminary) Great Northern. 1.72 times: 
= original trouble had not been basic deterioration of busi- Illinois Central, 1.08 times; lig sia oe 
iile ness but simply one of topheavy capitalization, Progress, times: Pennsylvania RR. 1.59 times; S out vern Railway, 
) too, has been made in releasing various railroads from 1.45 times and Atlantic Coast Lines, 1.30 times. 
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Recent Prices of Reorganized Rail 


Securities 
Bid Asked 
Chicago, Milwaukee, St. Paul & Pacific 1st 4s, 1989....... 77 78 
do General Mtg. Income A" 44s, 2014........... 401 42 
do General Mtg. Income B" 414s, 2039............ 27%, 283, 
do 5%, $100 par preferred stock................... 6 7 
ae 24, 3% 
Chicago & North Western 1st 21-45, 1989.............. 60%, 61%, 
a ee ae 21 22% 
i NIIP, 66 o-oo 5 once vaio s cdce bu boves on ae oe 
0 SES, Soe eer Sa ier ee 83 85 
NE ee eh ek eel a 83 85 
do 5%, $100 par preferred stock................... 3% 4 
ee 114 2% 
Erie Railroad 1st Mortgage 4s,1995.................... 77" 79 
Ge Sit Wines B95, 10ST... « .. 5c eccvcceesiss 93% 95% 
do Gen. Mtg. Income 41s, 2015................... 46 41, 
do 5%, $100 par preferred stock................... 20%, 213% 
do Ct. of beneficial interest........................ 3 3¥% 
Norfolk Southern 1st 41s, 1998...........0.0..00...0.. 69 71 
do Gen. Mtg. Conv. Inc, 5s,2014.................. 13% 143%, 
en a ee 15%, 2% 





To demonstrate, further, that this relatively favorable 
showing is not a peculiarity of the past year only, we 
compute that Chicago, Milwaukee, St. Paul & Pacific’s 
coverage of fixed charges on the new capitalization would 
have been 2.40 times in the years 1936-40 inclusive. Cov- 
erage of fixed charges for this same period for the solvent 
roads discussed above would have been: Great Northern, 
1.54 times; Illinois Central, 1.08 times; New York Central, 
1.04 times; Pennsylvania, 1.39 times; Southern Railway. 


1.22 times and Atlantic Coast Line, 1.17 times. 

The St. Paul’s record is not the only outstanding one 
on the hypothetical basis of the new capitalizations which 
would be in force on successful reorganization. The Chi- 
cago Great Western (recently reorganized in actuality), 
would have covered its fixed charges on the new basis 
1.75 times in the period 1936-40. The North Western 
would have done so 1.25 times; the Erie 1.72 times; the 
Missouri Pacific 1.68 times, the Rock Island 2.13 times, 
the New Haven 1.35 times and the St. Louis-San Fran- 
cisco 1.37 times. 

Coverage of some of these lines, it will be seen, com- 
pares well with that of several better-grade roads, such 
as the Great Northern, which has an average fixed-charge 
coverage for the years 1936-40 of 1.54 times and _ the 
Atchison, Topeka & Santa Fe, which has an average 
coverage for this period of 2.02 times. A good part of 
the explanation for the disparity of prices in ratio to 
statistics of reorganization-roads and solvent roads is 
found, of course, in the fact that the mere incidence of 
having to reorganize gives the road some financial ill 
repute, even though the new setup may be sounder than 
that of many solvent roads. 

Not only is the new capital structure of reorganized 
or reorganizing railroads sounder than that of marginal 
solvent lines, but their physical situations are far better. 
Relieved from having to make bond interest payments 
for a number of years, these roads have diverted revenues 
to purchase of new equipment on a large scale and to 
general rehabilitation of properties. Some of the so- 
called bankrupt lines have had a full decade of such 
directing of income back into the properties, and the final 
result is a total plant in some instances which compares 
favorably with even the strongest solvent lines. 

The consequence of this long upbuilding effort un- 





1940 Earnings of Reorganized or Reorganizing Railroads Applied to New Capitalizations 


(Approx.) 
Capital Residue 

Available Actual Times Funds Available % Income Available Available 
For Fixed Total Fixed & Senior For Available Bond Per Per 

Charges Fixed Charges Sinking Income For Interest Share of Share of 

(000s) Charges Covered Funds Bonds Income &Junior Preferred Common 
Name of Road (000s) (000s) (000s) Bonds S. F. Stock Stock 
Chicago & Eastern Illinois $1,219 $650 1.87 $465 $104 0.68 $765 Def. Def. 
Chicago Great Western..................0..0...... 1,890 850 2.20 560 480 7.85 290 $0.52 Def. 
Chicago, Mil., St. Paul & Pacific 14,867 3,810 3.90 2,500 8,555 8,260 0.26 Def. 
Chicago & North Western.................... 11,225 4,000 2.82 3,490 3,725 3.50 5,250 Def. Def. 
Chicago, Rock Island & Pacific...................... 8,420 2,450 3.45 1,800 4,150 6.90 3,000 4.35 Def. 
OS Se ea eee 13,975 7,000 2.00 2,030 4,933 9.30 2,645 5.85 0.15 
oo CS 13,590 7,285 1.85 3,390 2,910 5,935 Def. Def. 
New York, New Haven & Hartford. ... 11,385 6,230 1.85 1,300 3,850 4.35 4,440 Def. Def. 
Norfolk Southern. .......... eosin 425 290 1.45 170 None None 380 24 Def. 
St. Louis-San Francisco............... 5,300 3,050 1.75 1,360 885 2.20 2,020 Def. Def. 
Sppkene taternmtiondl . o.oo... oe. cca cacenecs 160 35 125 4.50 140 ae Def. 
UNE oe nh CD tes 2,880 495 5.85 500 1,885 8.90 1,060 2.60 Def. 


* For General mortgage bonds 13% andfor Chicago, Terre Haute & S. E. bonds approx. 412%. 


** On income 4s, 13%; on income 44s, 2% 
Def. Deficit 
S. F. Sinking Funds. A 


Including New Orleans, Tex. & Mex. and International Great Northern. 
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hampered by the squeeze to meet fixed charges is that 
the various reorganization roads now can spend less for 
property and are better equipped to handle the large 
rise in armament business. With the reorganization lines 
thus able to effect a lower maintenance ratio (of equip- 
ment and property rehabilitation expenditures to gross 
revenues) than are the solvent roads, the former actu- 
ally are in a better position to show increased profits 
than are some of the solvent roads. In fact, even with- 
out expansion in gross revenues, the reorganization lines 
could increase net income sharply through lowering 
maintenance ratios. Showing how much fixed charges of 
the reorganization lines will be cut in the aggregate, in 
the nine final plans approved by the courts, total fixed 
charges were pared to $34,247,000, from $113,370,000—a 
reduction of 70%. 

Reorganizations, too, are making for much better ar- 
rangement of maturities; the recapitalizations are on the 
basis of long-term maturities, with income bonds light- 
ening the interest burden in difficult times. In contrast 
to this, some of the still solvent roads, such as the South- 
ern Pacific and New York Central have substantial 
R.F.C. loans and some early maturities, while the [Illinois 
Central, the Atlantic Coast Line, the Delaware & Hudson 
and the Baltimore & Ohio have difficult principal maturi- 
ties directly ahead. Non-payment of interest for years 
by the bankrupt lines also has permitted the building up 
of cash position, and from this standpoint, too, the 
reorganization lines are better situated than some of 
the solvent roads. 

With regard to the question of permanence of capi- 
talization, the reorganization plans provide for sinking 
funds (not prevalent in some solvent roads), as well as 
addition and betterment funds, these to effect improve- 
ments against which new bonds may not be issued. Such 
funds must be provided for before interest on junior 
bonds and stock dividends. The manner in which newly 
reorganized railroads will cut funded debt is demon- 
strated in the immediate application of sinking funds 
by the Chicago Great Western and the Chicago & East- 
ern Illinois (the first two railroads to reorganize in recent 
years) to purchase their own first mortgage bonds at 
a material discount in the market. Paring of debts in this 
manner, and the lending of market strength in some 
measure to reorganization securities, is likely to be a 
common procedure of the future. 

On the question of retirements it is interesting, too, 
that some reorganization plans are dated one or two 
years ago, with the consequence that if pro forma earn- 
ings statements show coverage for sinking fund, the 
accumulated provision would be usable for retirement 
of the bonds. Bonds presented by the roads to fill sinking 
funds are to be taken at cost, in contrast to the principal 
amount, in line with another specification which assures 
full advantage to the bondholders of the policy of buying 
in the open market at a substantial discount. 

With regard to actualities on this procedure, the trus- 
tee of the Chicago Great Western Ist 4s, 1988, has re- 
ported that $144,500 principal amount of the bonds have 
been purchased, thus clearing up the sinking fund obli- 
gations so far due. Cost of the first lot was around $660 
per $1,000 bond. In view of the fact, moreover, that Chi- 
‘ago Great Western in 1940 earned its sinking fund 
requirements (by a considerable margin). another pay- 
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ment will accrue to the trustee shortly. Every year, about 
$95,650 of applicable earnings must be segregated for 
the sinking fund of the first mortgage bonds. 

The Chicago & Eastern Illinois, which was the first 
of the principal lines to be reorganized within recent 
years, under section 77, has a sinking fund provision for 
the Prior Lien 4s, 1967 of $75,000 for 1939 and a similar 
total for the income bonds. The company has been 
gradually purchasing the bonds at a considerable dis- 
count, with funds available for this purpose in line with 
retirement requirements reportedly not yet exhausted. 

Recent activity of defaulted railroad bonds reflects 
rising interest in these securities, with such interest likely 
to advance, in our opinion, in the future. The market 
record of such bonds has been favorable for some time. 
as shown in the chart included in this article. With re- 
spect to actual percentages, it is interesting that the 
Dow-Jones average of railroad stocks in the full year 
1940 declined 11.6%, while the average of defaulting 
bonds in 1940 rose 3.3%. There were several individual 
issues, however, that practically doubled in price over 
the year. 

There are two ways to purchase reorganization railroad 
securities: (1) buy the straight defaulted bond before 
the reorganization, and (2) wait till the actual approval 
of the reorganization plan by the court and buy the 
“when issued” security. After the reorganization plan is 
carried through the securities are usually purchasable 
through the New York Stock Exchange, as for example, 
Chicago Great Western Ist 4s, 1988 and Income 414s, 
2038. The “when issued” prices are obtainable from 
over-the-counter dealers, or the over-the-counter-divi- 
sion of New York Stock Exchange member brokers. On 
court approval of a reor- (Please turn to page 791) 
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Merchandising Shares 


on the Defensive 


Record Sales Indicated for 1941 But Higher 
Operatitig Costs and Increased Taxes 
Will Press Hard on Profits 


BY PETER B. 


Oru most able economists agree to the extent of nine 
out of ten, or even a higher ratio, that this country’s 
purchasing power in 1941 will surpass all previous records 
by a wide margin. And yet, our current and coming 
economy is such that the consumer industries have been 
placed definitely on the defensive. 

Realized national income (total money payments re- 
ceived by individuals) last year exceeded $72,000,000,000, 
or about $7,500,000,000 less than in the peak year 1929, 
but if this total realized income is adjusted for changes 
in living costs, the real income last year reached a new 
record. In fact, taking the year 1929 as a base period 
and dividing the annual income totals by the Confer- 
ence Board's cost-of-living index on that base, the realized 
national income in 1940 amounted to $87,900.000,000, 
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compared with $82,800,000,000 in the “great” year 1929. 

Momentum of the present business boom is mounting 
steadily with progress of the defense program. Total 
contracts let to date exceed $12,000,000,000, but dis- 
bursements by the Treasury in payment of defense bills 
total only $3,500,000,000. New contracts likely to be 
awarded in the remaining three months may bring the 
aggregate close to $15,000,000,000, with the possibility 
that by June 30, 1942, the two-year cost of our arma- 
ment program may run to $30,000,000,000. All this 
spells more employment, more national income, more 
consumer buying, particularly in the lower-wage-earner 
classification. Less spectacularly promising is the out- 
look for rural income this year, but the farmer, too, 
judging from the current perspective faces one of his 


great years, with income above 1941. 


Why, then, should merchandising 
shares be on the defensive? 

First, and foremost, the tax squeeze 
has the consumer industries gasping far 
more than those industries closer to 
defense-program benefits. Higher in- 
come taxes have the double-barreled ef- 
fect of clipping the income of the in- 
dividual and of shrinking the earnings 
of the corporation. True. the stimulus 
to individual earnings has been felt most 
by wage earners whose income has ad- 
vanced because of steady employment 
and a longer work week, and many of 
these have avoided income taxes by rea- 
son of still insufficient earnings. How- 
ever, exemptions are trending downward, 
with prospects of a further sharp drop 
this year and inclusion of many wage 
earners. 

Corporate taxes, too, will be stepped 
up sharply under a full wartime econ- 
omy, such as was indicated by President 


THE MAGAZINE OF WALL STREET 





de 
pa 





bu 
col 
jin 
tio 
gO 
ra 
LO 
pi 
GO 
SL 


el 





929, 
ting 
‘otal 
dis- 
bills 
» be 
the 
lity 
ma- 
this 
ore 
ner 
ut- 
00, 
his 
4.1. 
ing 


eZ 
far 
to 
in- 
ef- 
in- 
gs 
us 
st 
d- 
nt 
of 
a- 
V- 
d, 
p 
re 


d 
i 
t 





Roosevelt’s recent address. The approaching rapid ac- 
celeration of the armament program is likely to be ac- 
complished by taxation sufficiently extreme to absorb 
a good part of new purchasing power, so as to abate 
price inflation dangers. A general sales tax is not an 
impossibility, too, as a vehicle for restricting the rising 
demand for consumption goods in consequence of higher 
payrolls. The spread of cooperatives also is bearish. 

Emphatically, the President recently declared that 
business-as-usual is by no means the watchword in this 
country today. Numerous enterprises in consumer goods 
lines must be ready for transition to armament produc- 
tion, and in cases where larger demand for consumers’ 
goods interferes with defense production, priority and 
rationing will prevail. In any event, restrictions in some 
consumers goods would simply result in diversion of 
purchasing power to certain other consumers lines not 
conflicting with defense priorities. The durable con- 
sumers’ goods lines, such as automobiles, auto accessor- 
ies, refrigerators, vacuum cleaners, washers, oil burners, 
ete., would, of course, be first affected. 


Price Situation Disturbs Retailers 


Another thought tending to dampen the profit out- 
look for merchandising shares is the relative rigidity of 
retail prices in the industry. With a major boom ahead 
and a sellers’ market shaping up, it is difficult to visualize 
price stagnation; rather, price advances are likely to 
creep in. Nevertheless, the large majority of mer- 
chandisers are reluctant to raise prices, not only because 
of consumer resistance, but also because of apprehen- 
sion over Government action. It is felt that drastic 
action would be taken by the present Administration to 
restrain large price advances. 

Finally, there is also to be considered the factor of 
“forced” savings during the accelerated armament drive. 
Larger public income, instead of going principally into 
consumer buying, may be steered through patriotic 
appeal and actual pressure on employers and employes 
into war-savings stamps, “Liberty” bonds (as in days of 
the World War) and other Government indebtedness 
certificates, such as the current “baby” bond. 

Major drives, as a matter of fact, will shortly be under 
way to divert the higher income of labor in particular 
into savings stamps and “baby” bonds. Under active 
discussion, too, are plans for deducting installment pay- 
ments directly at the source of the worker’s income. Net 
effect (which will be slow in transpiring) would serve 
two desired aims, in the eves of Treasury officials: (1) 
cut down consumption of consumers’ goods and thereby 
—in some instances— reduce potential competition with 
the defense program; and (2) create savings which will 
be available to these lower-income groups to cushion the 
post-war letdown. These groups now are experiencing 
the greatest benefit from our armament program; in fact, 
income of middle class groups has shown only a small 
increase, while that of high income groups has actually 
declined somewhat, reflecting particular vulnerability to 
new tax schedules. 

Under the forthcoming set of circumstances as pic- 
tured in preceding paragraphs, the various divisions of 
merchandising will by no means be affected in the same 
way. In the remaining sections of this article, we com- 
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ment specifically on six important divisions of merchan- 
dising, indicating how each may fare in forthcoming 
months. 


Department Stores 


Department stores sales in the first two months of 
this year were 11% larger than in the corresponding 
period of 1940. The Federal Reserve Board’s seasonally 
adjusted index for February rose to 102, compared with 
101 in January, 1941, and 90 in February, 1940. Bad 
weather conditions during a good part of March restricted 
gains in that month, but it is expected that first quarter 
department store sales will run about 10% ahead of 
those in the first quarter of 1940. The cautious buying 
policies which had characterized department stores for 
most of last year have been supplanted by considerably 
more forward buying. A tremendous Easter season is 
anticipated this year (Easter falls on April 13th, com- 
pared with March 24th last year), not only because of 
the later date of Easter, but in reflection of new high 
industrial employment and payrolls. 

Volume outlook over the longer future also is prom- 
ising, but as indicated in preceding paragraphs. there 
are many adverse factors or potential developments 
which will consume the rise in gross revenues. Higher 
general wages imply buying more merchandise, but. by 
the same token. they mean that labor costs of the de- 
partment stores themselves are rising. This trend is 
likely to intensify. if anything, later this vear. Higher 
taxes will hit both the consumer and the corporation. 
Goods shortages, particularly in the durable consumers’ 
goods lines, will be felt. Narrow price flexibility in the 
department store field, reflecting consumer resistance 
and Government regulation or potential regulation, like- 
wise is a profit-restricting factor. The diversion of higher 


wages into Government securities and war-saving stamps 
likewise is an unfavorable influence on department store 
sales. 

Records of the various department stores will vary 
widely, reflecting location and particular vulnerability 
to excess profits taxes. Naturally, trade gains should be 
largest in states having a large number of metal-working 
plants, since such states not only come im for a major 
share of the original contracts but will also get the bulk 
of the sub-contract work from defense enterprises in such 
less industrialized states as California, Washington and 
Virginia, which do, however, have considerable aircraft 
or shipbuilding work. Judging from currently available 
data, the most favored states would include Connecticut, 
Massachusetts, New Hampshire, Rhode Island, New 
York, New Jersey, Delaware, Maryland, Pennsylvania, 
Ohio, Indiana, Illinois and Michigan. 

Taxes will be a hard burden for department stores this 
year; it is probable that the normal Federal tax may be 
raised to 30%, from the present rate of 24%. Moreover, 
the excess profits tax exemption may be dropped in the 
average earnings option to 75% of the 1936-39 figures, 
compared with the present 95%, while the exemption 
under the invested capital option may run down to 5% 
instead of the current 8%. On this basis, certain depart- 
ment stores would be affected more adversely than 
others. 

Taking the option most favorable to the particular 
company, and refiguring the company’s 1940 net income 
to show the effect of these new deductions, Arnold Con- 
stable’s estimated net income per share for the fiscal year 
ended January 31, 1941, would be equivalent to approx- 
imately $1.09 a share, compared with estimated net 
income of $1.25 a share for this period. Federated De- 
partment Stores on the same basis as Arnold Constable 
would have estimated net income of $2.94 a common 
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Earned Per Dividends 
Common Share Paid 

Company 1939 1940 1939 1940 
American Stores $0.89 $0.76 $0.50 $0.75 
Jewel Tea.. 2.83 2.82 i ‘ 3.00 2.40 
Kresge, S.S.... 1.90 4.83002 (4.2000 1,35 
Kroger Grocery 2 ‘ 3.02 2.49 9.50 9.00 
Lerner Stores ; 3.484 3.18 ; 2.00 2.00 
MeCrory Stores 1.95 2.05 100 1.95 
Melville Shoe...... 2.88 2.96 2.00 2.25 
Montgomery Ward x 4.913 4.14) 1.25 2.75 
Murphy, G. C. <2 6.47 6.58 3.25 4.00 
National Tea. . : 0.72 0.43 ig 
Newberry, J. J... 5.44 4.53 2.00 2.40 
Penney, J.C...... 6.48 5.91 5.00 5.00 
Sears Roebuck... 6.60) 6.32) 4.25 4.25 
Shattuck, F. G..... 0.45 0.25 0.40 0.40 
Spiegel, Inc. me . 1.02 1.05 0.30 0.60 
United Drug i 0.79 0.82, : 
Woolworth, F. w 3.02 2.48 2.40 2.40 






















































































Actual Net Total % of Taxes % of Taxes 
Income Taxes to 1939 Net to 1940 Net 
1939 1940 1939 1940 I I 
$1,153,659 $989,602 $244,000 $269,000 21.0% 27.2% 
"4,583,178 1,576,995 1,137,257 1,440,170 71.6 91.2 
10,450,624 10,070,389 2,460,000 3,250,000 23.6 32.5 
5,514,597 4,607,126 1,016,300 1,099,500 18.4 23.9 
"4,535,315 1,415,806 358,748 476,797 23.5 33.7 
2,231,012 2,332,511 359,189 «578,688 «16.124. 
3,141,161 3,310,961 «732,131 += 1,128,257. 23.32 35.4 
27,010,645 23,028,017 7,300,000 12,055,000 27.0 52.2 
3,307,823 3,363,535 697,250 1,470,800 21.0 «43.6 
-d369,080 «= 346,391.—Ci«s« -+7,000—~C«iw«s«s: 
2,325,408 1,976,893 479,981 638,309 20.6 32.3 
16,481,213 16,230,629 3,400,947 5,528,000 20.4 (34.0 
37255,274  36086,668 18,548,160 32650033 49.7 90.5 
"557,616 297,854 119,000 140,000 21.4 47.4 
1,751,092 1,791,446 «400,000 «= 620,000 «22.8 234.5 
1,063,249 1,103,945 318,500 (426,138 29.8 38.7 
29,310,353 24,104,816 4,200,000 ¢ 143002~«C«a 


6,600,000 
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share, rather than $3.25 a common 
share. Macy on this basis would 
have estimated net income of $3.23 
a share, rather than the current 
estimate of $2.50 a share. May 
Department Stores, likewise on the 
above basis, would have estimated 
net income of $3.37 a share, instead 
of the current estimate of $4 a 
share. And, generally, it is most 
dubious if the large majority of 
department stores can increase 
gross business enough this year to 
overcome the anticipated tax in- 
creases and other factors previously 
mentioned as placing merchandis- 
ing shares on the defensive. 


Mail Order Stores 


Mail order firms face a_record- 
volume year, even though a great 


deal of their business is done with 


the farmer, who is experiencing 
substantially smaller benefits, of 
course, than the industrial areas. 


But in spite of this new high record outlook for sales, 
there appears a possibility that this group will have diffi- 
culty in maintaining its 1940 net income this year. Tak- 
ing the country’s two leading mail order and retail mer- 
chandising companies (Sears Roebuck and Montgomery 
Ward) it is noteworthy that these companies grossed 
for the fiscal year ended January 31, 1941, a combined 
total around $1,220,000,000, compared with $1,092,000,- 
000 in the preceding fiscal year. 

Larger industrial payrolls, higher farm income and an 
expansion in the number and size of retail stores operated 
formed the favorable background for a good record last 
fiscal year. Increased taxes and operating costs, how- 
ever, monopolized the entire improvement in gross, with 
the consequence that net income throughout this industry 
actually was smaller than in the preceding fiscal vear. 
The current fiscal year promises in larger degree to be 
a repetition of the past fiscal year. Taxes are likely to 
be more burdensome than last vear: on the new revisions 
previously discussed—both as to normal Federal tax 
change and excess profits tax readjustments—Montgom- 
ery Ward’s net income per share for the fiscal year ended 
January 31, 1941, would be equivalent to about $3.51 a 
common share, rather than the actual net income of 
$4.14 a share for this period. Falling in the “growth” 
category, however, Montgomery Ward has an estimated 
excess profits tax exemption of about $4.30 a share under 
the amended law. compared with the former exemption 
of $3.25 a share. so that in final result, after all taxes, 
the above-mentioned estimate may be a little low. Sears 
Roebuck, on the same basis as Montgomery Ward, would 
have estimated net income of $5.53 a share, rather than 
the actual reported net of $6.32. 


Variety Stores 


A new sales peak for this division is in prospect for 
1941. The low-priced goods field represented by this 
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Interior of Montgomery Ward's New Store in Enid, Okla. 


grouping should receive particular stimulus from record- 
high factory employment. The increase m buying has 
come and is likely to continue to develop from wage 
earners Whose income has risen because of steady employ- 
ment and considerable overtime work. For the time 
being, those companies with stores in the heavy industry 
centers, such as McCrory Stores. which has a number 
of outlets in the steel regions, will be most benefitted, but 
the wide disparity in gains between the various areas 
will shorten as the defense program progresses. Most 
new plants, in fact, are now being built in the East North 
Central States, which include Ohio, Indiana, Illinois, 
Wisconsin and Michigan. 

Again, however, the profits squeeze may be so tight 
this vear that the net income of most companies in this 
classification will actually be smaller than that of 1940. 
Higher labor costs. goods shortages, relative selling price 
rigidity. the attempt of the Government to swerve in- 
creased national income into Government securities and 
particularly taxes, all boil down to shrunken profit mar- 
gin. To give some idea of what new taxes would mean 
to a number of companies in (Please turn to page 785) 





Net Sales of Retailers 





(Estimated) 
Sales in Millions Percentage 

Business Group 1940 1939 Increase 
Groceries (Food Group) $10,609 $10,152 4.5 
Dept. Stores 3,687 3,446 7.0 
Drug Stores 1,632 1,562 4.5 
Mail Order (2 leaders) 1,220 1,091 10.1 
iN 3 Onis bie rele as Ke weaus 1,035 976 6.0 

Source: Dept. of Commerce. * Fiscal year ended Jan. 31 of following 
cal endar year. 
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High Yield Plus 


The recent declaration of a $1 
dividend on Chicago Pneumatic 
Tool common shares, the first junior 
dividend under the present capital 
set-up, reflects the impressive gains 
in the company’s business and earn- 
ings in recent months. Last year 
net income, after excess profits taxes 
of $543,000, totaled $1,717,602, an 
increase of nearly $1,000,000 over 
1939. Recently it was officially 
stated that unfilled orders at the 
beginning of 1941 were the largest 
in the company’s history. 
Chicago Pneumatic Tool is 
one of the leading manufac 
turers of portable tools, in- 
cluding electric and pneu- 
matically operated rivet- 
ers, buffers, drills, ham- 
mers, ete. Normally some 
40 per cent of the com- 
pany’s business is contrib- 
uted by sales of foreign 
subsidiaries, but in view of 
the unsettled conditions 
abroad, earnings of foreign 
subsidiaries were excluded 
from the 1940 report. In 
addition to 335.320 shares 
of common stock, the com- 
pany has outstanding 67,- 
604 shares of $2.50 prior 
preferred stock and 181,135 
shares of $3 preference 
stock. The latter issue 
currently quoted around 40 
to yield better than 7 per 
cent would appear to pos- 
considerable appeal 
both for income and _ pos- 
sible price appreciation. 
For 1940, earnings applic- 
able to the $3 preference 
shares were equal, after 
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Courtesy Aluminum Co. of America 
Essential in the kitchen but a defense "non-essential," aluminum 
pots and pans must give way to aircraft and armaments. 
Glass utensils may try to capture this market. 





For Profit and Income 








prior preferred dividends, to $8.55 a 
share, or nearly three times the an- 
nual dividend requirement. This 
year the coverage for both classes 
of preferred dividends promises to 
be even better. Unfilled orders are 
the largest in the company’s history. 
The preference shares are converti- 
ble into 11/3 shares common stock. 
This privilege, however, is without 
value at the present time. Call 
price is $55. Last year the prefer- 
ence shares had a price range of 
441-231, while the range this year 
has been 4444-37%. 





General American Transportation 


General American Transportation 
is commonly identified with the rail- 
way equipment industry. Such 
classification, however, is more con- 
venient than fully descriptive of 
the company’s activities, and falls 
considerably short of indicating the 
broad diversification which has been 
developed in recent years. More- 
over, and largely as a result of the 
extension of the company’s activ- 
ities into new fields, earnings record 
has been much more impressive than 
that of the average com- 
pany engaged solely in the 
manufacture of railway 
equipment. At the present 
time, according to the 
company’s report for 1940, 
activities are divided into 
six groups: (1) furnishing 
and servicing of special- 
ized types of freight cars 
to railroads and shippers; 
(2) freight car building; 
(3) operation of the larg- 
est private tank storage 
and terminal company in 
the world; (4) manufac- 
ture and sale of passenger 
motor buses; (5) precool- 
ing refrigerator cars; (6) 
manufacture and sale of 
all types of heavy welded 
steel equipment, such as 
tanks, towers, pressure 
vessels, etc. Last year the 
company reported earn- 
ings equal to $4.11 a share 
of common stock, compar- 
ing with $3.11 in 1939, and 
an average of $3.50 a share 
over the past five years. 
Dividends paid to common 
stockholders totaled $3 
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last year, and it is of particular in- 
terest to note that in the annual 
report to stockholders, the following 


“ce 
. 


statement appears: .. your Board 
believes that its stockholders are en- 
titled to a fair return on their invest- 
ment and is committed to the policy 
(being enabled to do so through its 
strong financial structure) of con- 
tinuing to pay out the major portion 
of its earnings in dividends.” This 
policy, coupled with the company’s 
record, is the sort of background 
which makes for investor confidence. 


Automobiles and Defense 


It is now being freely predicted in 
the inner circles of the automobile 
industry that restricted supplies of 
materials, resulting from armament 
demands, will force a curtailment of 
upwards of 25 per cent in fourth 
quarter automobile output. Present 
supplies are believed adequate to 
meet current model schedules—the 
pinch will be felt after the change- 
over to new models in the third 
quarter. Even so the probabilities 
are that total production of auto- 
mobiles and trucks this year will ex- 
ceed 4,000,000 units. President 
Hoffman, of Studebaker, however, 
takes issue with the generally held 
belief that automobile production 
will have to be sacrificed to the de- 
fense program. He asserts that the 
need for private cars will be even 
greater as a result of the national 
defense program. Mr. Hoffman esti- 
mated that it will be necessary to 
have not less than 29,000,000 cars 
this year to handle the added de- 
mands arising from defense work, 
as compared with 27,000,000 cars in 
use last year. With an estimated 
2,600,000 cars to be scrapped this 
year, production needs on this basis, 
according to Mr. Hoffman, will be 
between 4,000.000 and 4,500,000 
cars. 


Railroads Spotlighted 


Railroad bonds and stocks have 
captured an increasingly large seg- 
ment of market interest in recent 
sessions, which is hardly surprising 
in view of the uniformly favorable 
news with which this important in- 
dustrial group has been favored. 
For example, railroad freight traffic 
has expanded more rapidly at this 
season than at any time in over ten 
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Leading Companies Report 1940 Earnings 
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Company COMMENT 
Air Reduction. Pas aeck as $2.38 $1.98 Sales set a new high record last year. 
Allegheny Ludlum Steel... 2.78 1.49 Sales gain sharply. Taxes up 350%. a 
AlllisChalmers............ 2.84 2.09 Unfilled orders up $40 million. 
Anaconda Copper. ae 4.04 2.33 Taxes equal to $2.31 a share vs. $1.79 in 1 939. 
Boeing Airplane.......... 0.34 Nil _ Deliveries up 64%. Unfilled orders $196.5 million. 
Bohn Aluminum... . 4.09 2.45 Armament work expanding. a 
Columbian Carbon........ 5.71 5.32 Profits up 7.4% despite 24.3% increase in taxes. 
Curtiss-Wright............ 1.84 0.39 Unfilled orders $717 million, up 400% . 
H. L. Green Co eres 3.46 3.51 Taxes equal to $2.45 a share restrict earnings seins. | 
Melville Shoe. reece! nee 2.96 2.90 Both dollar and unit sales set a new high record . 
Montgomery Ward. este, 4.14 4.91 Sales up 8.6% but net cut by higher taxes . 
Otis Elevator... TRRED 19 1.18 Has recently received sizable defense contracts. 
Packard Motor. a ae 2 a 0.05 0.04 Company has large aircraft and marine motor contracts , ; 
Pittsburgh Feesines. . ie os 2.13 a 1.33 Further important i gains foreshadowed. ateliae 
Standard Oil Co. (Ind.) c * 2.20 os 2.23 Low gasoline prices restrict earnings. 
Timken Roller Bearing. been 3.79 3.02 ae best since 1937. Has large expansion program under 
Unies the 6 ee... i ue I 1.68 0.76 Dollar sales up 25%. Taxes up 832%, but net gains 120%. 
Worthington Pump & Mech. 6.20 0.54 i 


Shipments up 37%. Unfilled orders exceed $35 million. 





years. Estimates place March gross 
at about $400,000,000, or at a rate 
better than $15,500,000 daily. In 
February, gross revenues were ap- 
proximately $360,000,000, and net 
operating income was about $58,- 
000,000. This was the best Febru- 
ary showing since 1930. In the first 
two months of the year, carriers as 
a group carried 16 per cent of gross 
to net operating income. Heavy ex- 
penditures for maintenance in re- 
cent years are bearing fruit in greatly 
increased operating efficiency, to the 
corresponding benefit of net income. 
All of which adds up to an increas- 
ing margin of protection for funded 
debt, and with secant likelihood that 
the trend will be reversed in coming 
months selected medium grade rail 
bonds continue to invite considera- 
tion both for the generous yield af- 
forded and the rather well defined 
possibilities for price gains. 


So They Say 


Shipments of Thompson Products 
are running at the rate of $3,000,000 
monthly. Sales of Monsanto 
Chemical in the first two months 
were 30 per cent ahead of last year. 
... Prospects of another $7 dividend 
on American Woolen preferred 
shares this vear are promising. . . . 
Orders booked by Baldwin in the 


first two months totaled $23,500,000 
as compared with slightly more than 
$5,000,000 last year. Sales of 
Continental Can are about 18 per 
cent higher than a year ago. ; 
Sales of electric refrigerators in Feb- 
ruary were the largest on record for 
that month. ... Ability of American 
Tobacco to show an increase of 7 per 
cent in net last year, a much better 
showing than the average for the 
industry, was in a large measure due 
to the success of “King” size cigar- 
ettes. . . . For the first time since 
1933, earnings of Philip Morris will 
show a decline in the year ended 
March 31. Higher taxes were re- 
sponsible. . . . Improved outlook for 
sugar refiners has attracted invest- 
ment buying in American Sugar 7% 
preferred. 


Tax Amendments 


One of the principal beneficiaries 
of the amendments to the Second 
Revenue Act of 1940 enacted March 
7, last, will be the aircraft manu- 
facturers. Formerly these compa- 
nies, with a low ratio of invested 
capital to earnings and an average 
earnings’ record of small propor- 
tions, were particularly vulnerable 
to the excess profits tax. However, 
amendments now in force will have 

(Please turn to page 790) 
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Another Look at... 


The Air Transport Stocks 


Greater Use of Existing Capacity Will Permit Increasing Earnings, 
But Inability to Obtain New Equipment Stops Expansion 


es opening months of 1940 gave BY JESSE 
indications that the air transport 

industry was headed for a series of 

new records but failed to forecast just how large these 
gains would prove to be. As it was, the industry demon- 
strated conclusively that air travel in this country is not 
only a generally accepted mode of transportation but 
that it is steadily making progress, partly at the expense 
of older, and more conservative mediums, such as the 
railroads. 

During the past year, the largest airlines which report 
to the various Government agencies, indicated that the 
number of paying passengers flown during the 12 months 
ended December 31, 1940, totalled more than 3,000,000, 
as compared with 1,717,000 in the similar period of 1939. 
‘This represented a new high record and was a 70 per cent 
gain. The amount that the 1940 passengers paid was 
‘proportionately less per person than in the previous year 
but such revenues were, nevertheless, 40 per cent higher 
than in 1939 and here too, a new high record was estab- 
lished. Average passenger fare continued its slow but 
constant decline to a point where it was approximately 
5.1 cents per passenger mile as compared with 5.2 cents 
per passenger mile in 1939 and 8.3 cents per passenger 
mile only 10 years before. 

And while passenger traffic made sharp gains, freight 
and mail shipments were also larger. It is estimated that 


J. HIPPLE 


total 


during 
1940 reached 12,507,000 pounds or 


express shipments 

an increase of better than 30 per 
cent over a year ago. The percentage gain was not so 
large as in passengers carried but express business has 
had the better start, so that comparisons between ship- 
ments of recent years are not productive of such large 
percentage figures. In the express shipments, the average 
weight per package increased about 8 ounces to 7.1 
pounds and the number of such shipments passed the 
million mark for the first time in the industry’s history. 

Air transport routes were expanded nearly 5,000 miles 
to a total of more than 90,000,000 scheduled miles, while 
the addition of new flying equipment to replace planes 
that were retired, increased the average carrying capacity 
from approximately 15.3 passangers to about 20 passen- 
gers per plane. In the plane situation lies the most 
important influence upon the nearer term outlook of the 
air transport industry, for a lack of additional planes will 
prevent the expansion of scheduled routes. and, to some 
extent curtail revenue growth. 

Only as far back as 1926, there were only about 8,500 
miles of scheduled airways. Of the 1926 figure. 8,200 miles 
were domestic and the remainder foreign. Expansion 
of routes was stopped in 1932 and 1933 but since then 
the net of airways has been spreading out all over the 
western hemisphere to a point where foreign routes are 

larger by far than the domestic 





Position of the Leading Air Transportation Stocks 


lanes. But. the war and related 
causes will probably hold domes- 
tic air route expansion in check 





although it may have the effect 
of moderately increasing foreign 





coverage if the necessary equip- 
ment is obtainable. 









































Divi- 1940 Estimated* 
Earned per Share dends Recent Price Tax Ex- 
_ Company - 1939 1940 1940 Price Range emption COMMENT 
American Airlines....... $4.15 $4.77 $1.00 47 75-4134 $11.45 Increased capitalization retards 
eS eee iy rane Pike.) HREES ey ae earnings per share gains. 
Eastern Airlines. . 2.06 eee 28 441/9-253/4 3.75 Higher income and strengthen- 
tape AS oe es hos ed fi promise dividends. 
Pan American Airways. 1.46 NE 123, 2514-12 6.75 Highly susceptible to war con- 
dition, but long term outlook 
> — 2 Riese. good. 
Penn-Central Air Lines 0.21 1.00E 11% 223/4-111/g 2.00 Earnings will mount, but divi- 
dends must wait on expansion 
8. = ts Bt : ; program, 
Transc. & Western Air. RO.13 d0.24 pe 1214 2144-1014 3.00 Revenues higher, but increased 
(ire eee wey ¥e ‘ Siva 7 costs absorbed larger share. 
United Air Lines... . 0.21 0.25E 131%, 2334-12 3.10 Revenue passenger miles 50% 
tan ee ee ar eae ieee arate a temece ____ higher; income Ily up. 
‘Western Air Express...... 0.18 0.34 ae 4 The- 3% 2.15 Gross revenues failed to equal 
pieaigeee: _ ’ Ls oe average rise of this industry. 
E—Estimated. d—Deficit. *—Proportion of mail revenues included. R— Revised to include retroactive 


wate changes. NE—No estimate possible. 








Early in 1940. plans called for 
a grand increase in the scope of 
service of almost all of the large 
air transport companies. At least 
$8,000,000 of new transport 
planes were on order for this 
purpose when the government 
requested deferment of some 
of the planes’ completion in 
the interest of national defense. 
To this the transport companies 
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all agreed and released approx- 
imately 50 per cent of their ma- 
terials on order to the Govern- 
ment to do with as it might see 
fit. It has been further agreed 
that the air transport companies 
will receive materials needed for 
replacement and renewals and, 
to make more equipment avail- 
able for comparatively short 
hauls, eliminate certain non- 
stop flights by calling at cities 
enroute which are in need of ad- 
ditional service. Inability of the 
air transport lines to obtain all 
of the material and planes needed 
to expand their service will not, 
however, be fully apparent until 
the peak air-travel season arrives 
in mid-summer. 

Even then, the situation will 
not be quite so bad as it might 
seem. It should be remembered 
that in a preceding paragraph 
it was pointed out that the aver- 
age capacity per plane had been 
increased from 15.3 seats to 20 
seats per plane. In other words, 
there are now over 30 per cent 
more seats per plane available than there were at the 
close of 1939. Moreover, during 1940, only about 63 
per cent of total seats were occupied on all flights which 
indicates that by carefully reserving each seat for every 
flight, 37 per cent more passengers could be carried this 
year than last without the addition of a single new 
plane. 

With air traffic at new high peaks it is only natural that 
1940 air transport revenues also made new high records. 
Passenger revenues, for instance, were about 40 per cent 
higher than in 1939 and reached a total of approx- 
imately $54,000,000 Mail revenues were in the vicinity 
of $19,000,000 or about 7 per cent higher than a year 
before. Freight revenues were in the vicinity of $2,000,- 
000 or about 23 per cent higher than in 1939 and total 
estimated revenues of $75,000,000 were about 37 per 
cent higher than in the previous year. During the year, 
the relation of the various sources of revenue to the total 
took a marked change. Mail revenues, which have been 
the mainstay of the air transport industry, accounted 
only for about 25.5 per cent of total revenues while in- 
creased passenger traffic provided approximately 72 per 
cent of the gross return as compared with an average of 
about 61 per cent in more recent years and 64.5 per cent 
in 1939. This lessening dependence upon mail revenues 
is important to the future prospects of the air transport 
lines. 


Courtesy American Airlines 


Mail Revenue Non-taxable 


At this time, studies are being made of several air 
transportation systems to determine if “subsidy” mail 
rates are necessary, with the view of reducing payments 
for such service. Moreover, mail revenue is non-taxable 
income and thus affords air transport companies a mea- 
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The loading ramp at La Guardia field, New York. 


sure of protection against heavy taxation, not enjoyed 
by other industries. There are no indications that mail 
service will be discontinued or that revenues from that 
source will be sharply cut. In fact, there should be a 
continued growth in the volume of mail carried by air 
for a long time although, future income from this source 
will not increase in direct proportion to gains in the load. 

Despite record high revenues, net income after all 
charges was moderately low at approximately $4,000,000, 
even though this figure was nearly 30 per cent higher 
than a year ago. It would indicate that costs have a 
tendency to mount with income and no strong earnings 
leverage factor is at work after the break-even point is 
passed. There are not many economies that could be 
practiced in order to bring down a greater proportion of 
gross income to net for actual operations and depreciation 
of equipment require more than 80 per cent of all ex- 
penditures while general and administrative expenses 
account for only about 4 per cent of the whole. 

Flying expenses are naturally the highest, requiring 
approximately 47 per cent of year’s total outlay. Some 
improvement might be realized in this percentage, but 
only by increasing the already high efficiency of the 
planes through lessening their fuel and oil consumption 
while increasing their hourly flight range. Wages are 
high on a per capita basis but not particularly high in 
relation to the revenue per full plane and in view of the 
specialist ranking of flying employes. Ground expenses, 
requiring approximately 24 per cent of total expendi- 
tures, are comparatively low for the majority of the air- 
ports are rented and those owned do not require such 
a sizable investment as, for instance, do railroad term- 
inals and railroad “right-of-ways.” Ground crews are 
highly skilled mechanics whose wages are in keeping 
with those of others engaged (Please turn to page 786) 
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The Liquor Stock 


Hangover 


Unhealthy Retail 
Structure and Pros- 
pective Higher Taxes 
Cloud the Outlook 


BY STANLEY DEVLIN 


| year in the liquor industry was characterized by 
numerous diverse developments which included higher 
taxes, lower retail prices, increased consumption, lower 
stocks of certain aged liquors, higher whiskey production 
and lower profits for the retailer. Nevertheless, many of 
the distillers showed increased net incomes. While most 
of these occurrences were antithetic there were definite 
reasons which made them logical and these will be dis- 
cussed in their related order. 

After about 6 months of unconcerted effort to maintain 
resale prices at predetermined levels by trade associa- 
tion and other agreements, it was found that profit 
margins on individual sales were high and thus very 
satisfactory but customers were becoming alarmingly 
fewer. The first steps taken by the retailers to overcome 
this apparent public indifference to their wares were 
unofficial, consisting of “under-counter” sales of fixed 
price brands of whiskey at a substantial discount. Real- 
izing full well the impossibility of forcing the public to 
buy a commodity which was not an absolute necessity 
at a price which was considered by the customers to be 
too high, one of the larger distillers strongly advocated 
the abandonment of a fixed-price policy in the interest 
of improving sales. Most of the retailers accepted the 
advice so wholeheartedly that selling prices reached levels 
which did not permit enough profit in many instances 
to cover fixed overhead charges, although they did a 
record year’s volume as far as gallonage sales were con- 
cerned. Thus is explained why most retailers failed to 
earn a profit in a year when the nation’s whiskey pur- 
chases rose more than 8 per cent above those of the 
previous year and were at new high levels for the post- 
prohibition era. 


most of the whiskey sold was manufactured four or 
more years ago and costs were reckoned on that basis. 
Moreover, the distillers did not get any less for their 
product despite price wars; in fact, a considerable volume 
of good, aged whiskey moved into stronger hands when 
several of the largest distillers purchased the plants, 
names and inventories of small distillers at better-than. 
reasonable prices. Retail price wars stimulated the 
demand for better grade whiskeys beyond the stocks 
in retailers hand at the time when prices went down. 
As a result, distillers’ sales rose smartly as did profits 
which were only held in check by corporate tax increases 
and not by excise taxes which are passed along in their 
entirety to the ultimate consumer. 

Fortunately for the investor, opportunities to invest 
in the retail liquor business through the purchase of 
listed securities are very limited. Therefore, a discussion 
of the retailer’s problems should be limited in a study 
of this type only to those instances where they may also 
affect the distiller. Retail prices, we have seen, have 


Many distillers showed an increased profit because Courtesy Century Distilling Co. 
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definitely affected sales volumes and, per se, apparent 
consumption of distilled spirits. One of the principal 
effects was to. scatter the seasonal pattern of consump- 
tion to the four winds. The summer season is normally 
one of the best for liquor sales and this seemed to be 
borne out last July when liquor withdrawals were 29.5 
per cent higher than in the previous year. But, it looks 
as if every one interested in the purchase of liquor did 
all of their buying in July, for during August and Septem- 
ber withdrawals dropped 25.8 per cent and 14.1 per cent, 
respectively, from the same months of 1939. November 
and December withdrawals should have been the best 
for the year in celebration of the holiday season, but on 
the whole, November showed only a 3.1 per cent increase 
in withdrawals, while December actually indicated a 
drop of 1.1 per cent from a year ago. The first half of 
the year was excellent but the last half of the year 
actually indicated a decline for the period with the 
result that withdrawals from bond were only 6.7 per cent 
higher for the entire year. 


No Immediate Retail Price Stabilization Likely 


And, there are as yet, no immediate prospects for 
stabilization of prices at retail. It must be admitted, 
however, that the supplies of certain types of whiskey, 
which constitute the bulk of sales, are diminishing rapidly 
and there will probably be a scarcity of popular 4-year- 
old whiskeys late in 1941 or early in 1942. This is, how- 
ever, no guarantee of profitable operations for the 
retailer next year, although it might possibly afford the 
distiller a wider margin of gross profit. While having 
no bearing upon the immediate outlook for the liquor 
industry the fact that a large quantity of whiskey will 
reach the popular age of 4 years later in 1944 promises 
another possible price war to reduce stocks on hand at 
that time, always provided the retailer continues in busi- 
ness and state monopoly does not become the rule. 

State monopolies are the bugaboo of the retailers. 
The most potent threat with which to whip a group of 
recalcitrant retailers into line at any time is to point 
out the possibility of a state monopoly if they do not 
concur. Right at the present time, state monopolies 
hold but few terrors for the distillers, since, after all, 
state liquor distributors are just another customer and, 
better yet, require no credit references or bill collectors. 
State monopolies will be fine for the distillers just so 
long as the “monopoly” states remain in the minority. 
If all states should adopt “state-sale” policies, then all 
of the distillers would have only 48 customers between 
them. And since the states have no legal barriers 
against buying low and selling high it is probable that 
state liquor revenues would mount, at the expense of 
the distiller who would be forced to make lower and 
lower selling prices or lose his market. Complete state 
monopoly is a very definite future possibility, for most 
states will find need for ever-increasing revenues which 
must be obtained in any manner which might circumvent 
the law of diminishing returns for a while. 

Neither the state—with a monopoly—nor the indi- 
vidual retailer are in a position to obtain prohibitive 
prices for their wares as long as certain individuals are 
willing to gamble their freedom against substantial profit 
possibilities. The illicit distiller (who may have an 
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inferior product but can sell it “at a price”) has sur- 
rendered a part of his former business to legitimate 
producers, but according to all available statistics, he 
is still with us and is ready and willing to serve all 
comers whenever they desire. 

Except during the 13 unsuccessful years of the “noble 
experiment” of the prohibition era, it must be admitted 
that the Americans are a temperate race and not overly 
given to strong drink in excessive quantities. During the 
most normal years between 1901 and 1916, Americans 
drank modestly but nevertheless consumed a yearly aver- 
age of 2.56 proof gallons of whiskey per capita for every 
person 21 years of age or over. During 1940, the same 
age group of persons consumed 1.73 proof gallons per 
capita. Public taste does not change so radically within 
a relatively short period of time that a reduction of 32 
per cent in consumption of liquor is likely, especially 
since the prohibition era, which made liquor fashionable, 
is not so long dead. Obviously, then, the difference 
between apparent consumption and potential demand 
must have been compensated for by some other 
source of supply. Most authorities believe that the 
bootlegger took care of the difference or nearly «.:.>- 
third of all of the whiskey and similar products 
sumed in the United States during 1940. Certainly, :t 
would seem as if nearly half of the drinkers in the coun- 
try will buy their needs where they can get them at the 
lowest prices; while quality and legality are of secondary 
importance. 

Taxing bodies must be well aware of the fact that the 
liquor market is in the hands of the consumer. But 
that fact does not deter them from adding to the tax 
burden at every opportunity. Ex-taxes, the actual price 
of a gallon of whiskey bought by the consumer today 
is lower than in 1913 when all living costs were substan- 
tially below those of today. With taxes, the average 
price of a gallon of whiskey today is $8, while in 1913 $5 
purchased a similar quantity of equal quality liquor. 
In 1913, the $5 per gallon price was made up of $1.56 
for taxes and $3.44 for the whiskey. Today, the whiskey 
alone cost only $3.04 a gallon or 12 per cent less than 
in 1913, but the taxes on the same gallon now amount 
to $4.96 a gallon on average or an increase of 218 per 
cent. And the end is not yet in sight. 

Current indications are that the Federal tax on 
whiskey will be upped again (Please turn to page 789) 
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Exceptional Possibilities Open 






in Coming Market Movements . . 


oo industry at an unprecedented peak and headed 


higher . . . 


short term . . . over the longer 
term? For your investment suc- 
cess, you must discriminately 
know what to buy, when to buy, 
when to sell. 


Take Advantage of 
FORECAST Counsel 


Now ... and during the vital 
months ahead .. . when judicious 
action can mean so much to your 
financial welfare, we urge that 
you avail yourself of Forecast 
counsel. We suggest that you do 
so on the same basis that you 
would consult professional ad- 
vice when it is essential that you 
know what to do. 


In the field of security guidance 
and prediction of market trends, 
THE Forecast has established 
an outstanding record ... over a 
period of 23 years . . . with its 
authoritative sources of data, 


unique business contacts and widespread facilities. Its 
staff, as a result of long and practical experience, has 
advantageously served investors and traders in situations 


like the present. 


What and When to Buy and When fo Sell 


Through our short-term advices of what and when to 


with selected stocks paying attractive 
dividends backed by the best earnings in years, to. what 
extent will you better your security position . . . over the 


buy and when to sell, you can take advantage of im- 
portant market movements. 
lay the foundation for income and capital growth through 
our Longer Term Recommendations. 


You can also gradually 


All commitments 
made on our advices are kept 
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A Fourfold Service 


As a Forecast subscriber, you will re- 
ceive the following comprehensive service 
designed to meet your investment and 
business needs under today’s conditions. 


1. Security Advisory Service 
Especially arranged programs to take 
advantage of short, intermediate and 
major market movements ... with 
definite advice as to what and when to 
buy and when to sell. 

Telegrams on all recommendations for 
short-term profit as included in 
our Trading Advices, Bargain Indicator 
and Unusual Opportunities. 

Consultation by wire and by mail is open 
at all times. 


2. Business Service 

Concise review of current situation with 
latest factors and prospects ... with charts. 
3. Commodity Service 

A weekly digest of general position and 
forecast of leading commodity trends. 

4. Washington Service 


Weekly reports on legislative and poli- 
tical developments and their effects. 


\sunder continuous super- 
vision you are also in- 
formed when to contract or ex- 
pand your position. 


our 


Rare Opportunities 
Developing 


Prepare NOW to invest in spe- 
cial situations securities 
especially selected to benefit 
from our Forty Billion Dollar 
Defense Program . . . from Bri- 
tain’s huge war orders. If you 
wish to concentrate in low and 
moderate priced common stocks 

which gives you a wide 
selection in today’s markets . . . 
we suggest our Unusual Oppor- 
tunities program. With mod- 
erate capital, you can follow 
| these definite advices in sizable 
(units of shares. 











Free Service 
to May 15 


To cooperate with you under present conditions, we 


are glad to extend to you our new 
special offer of Free Service to 
May 15. By that date your mar- 


ket and investment position through our counsel should 
be considerably improved. 
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O UNUSUAL 
OPPORTUNITIES 


O TRADING 


Continuous Consultation. 





Send me collect telegrams on all recommendations checked below. 
Code after our Code Book has had time to reach you.) 


Low-priced Common Stocks for Market Appreciation. 
month, on average. Maximum of five stocks carried at a time. $1,000 capital 
sufficient to buy 10 shares of all recommendations. 


Active Common Stocks for Short Term Profit. 
average. Maximum of five stocks carried at a time. $2,000 capital sufficient 


THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 


CABLE ADDRESS: TICKERPUB 


ADVICES to buy 10 shares of all recommendations. dle no funds or securi- 

oO BARGAIN Dividend-paying Securities for Profit and Income. One or two wires a cial —— —_— 
month, on average. Maximum of five stocks carried at a time. $2,000 capital ps 

INDICATOR sufficient to buy 10 shares of all recommendations. issue or brokerage 

house. Our sole objec- 

MD oi no 656915 oe NES OMA ORO AEE eas eee ae CAPITAL OR EQUITY AVAILABLE.............. tive is the growth of 

= your capital and in- 

PRMPMMRRMS sa sin ni siclecsse nic) ha ern eo ciole rants mele al nye ge we ere ele belo ous ve oir) -Poveun easter iensle Fre Oa Gol nip rets coke acer come through counsel 

Ss ins ste naeaneceu tinue iia eee ie eR Tae aC rarer April 5 to minimize losses and 


Submit Your Securities for Our Defense Spending Analysis. 


NEW YORK, N. Y. 


I enclose [| $75 to cover my six months’ test subscription [] $125 for a full year of The Investment and 
Business Forecast with service starting at once but dating from May 15, 1941. 
of the telegrams I select, I will receive the complete service by mail. 


(Wires will be sent you in our Private 


I understand that regardless 


One or two wires a 


One or two wires a month, on 


Free Air Mail 
Service 


[] Check here if you 
wish Air Mail and it 
will expedite delivery 
of our weekly and spe- 
cial bulletins. This ser- 
vice is provided FREE 
in such cases in United 
States and Canada. 


We serve only in an 
advisory capacity, han- 


secure profits. 
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A considerably greater than normal seasonal 
bulge in check payments last week is mainly 
responsible for a fractional gain in per capita 
Business Activity since our last issue; though 
bituminous coal production also rose sharply in 
anticipation of a possible strike of miners in 
April. The Federal Reserve Board's index of 
Industrial Production, at 141 for February, 
shows a gain of two points over January and 
three points from December, contrasted with a 
two-months’ advance of five points in our own 
index of Business Activity; thereby indicating 
that the stimulating influence of defense activi- 
ties is spreading out broadly throughout the 
entire industrial network. 

* * * 


With passage of the $7,000,000,000 appro- 
priation to implement the Lease-Lend Act, the 
grand total of defense expenditures contem- 
plated has passed the $40,000,000,000 mark. 
Except for the naval and mercantile shipbuild- 
ing program, which may take four or five years 
to complete, most of this is earmarked for 
spending within the next two or three years. 
As more appropriations are to come, it is evi- 
dent that there must be a great speed-up in 
production which will strain the nation's re- 
sources, both human and material. At least 
one informed opinion holds that defense out- 


(Continued on next page) 
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CONCLUSIONS 


INDUSTRY — Defense budget passes 
the $40 billion mark. 


TRADE — Earlier Thanksgiving found 


no help to retail sales. 


COMMODITIES — Sharp gains re- 
corded in both import and domestic 
commodities. Politics main factor in 


trend of farm prices. 


MONEY AND CREDIT — Excess re- 
serves lowest in nearly a year. Fear 
rising over possible restrictions on 


capital flotations. 
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Latest Previous Last 
Date Month Month ies PRESENT POSITION AND OUTLOOK 
INDUSTRIAL PRODUCTION(a)) Feb. 141(pl) 139 116 
Continued 
INDEX OF PRODUCTION AND ne ae ee 
(21) > CS ere Feb. 104 103 90 lays will reach the huge total of $100,000,000 
Production TEViT Lie eee Feb. 105 105 90 000 before we are through. 
Durable Goods Shellie a wwe init wie Feb. 108 108 91 In viewing these astronomical figures one is 
Non-durable Goods........... Feb. 103 102 95 sobered by the reflection that, partly due to the 
Primary Distribution teen e teens Feb. 96 95 85 war and partly to low interest rates and other 
Distribution to Consumers seeeeee Feb. 107 104 94 causes, private financing continues to decline while 
Miscellaneous Services Teer ee Feb. 98 95 88 Government expenditures expand. In February, 
WHOLESALE PRICES (h) Feb ee anne eae only $32 billions of new capital were raised 
seeeeee eb. . : . through flotation of corporate securities—27% 
F less than in the like month of 1940. Last year, 
sail veins (n. i. ¢. b.) 7" alii = nore 18.4% of total income payments came from 
nventories..........-..eeeee- e . . . Federal, State and local governments. The pro- 
New Orders Sé6 0-0 bd 0100 ees 6 6a Feb 231 291 114 portion may reach 25% in the next few years. In 
See on OL eee Feb 170 172 122 1913 it was only 5.5%. 
COST OF LIVING (d) Pee 
Se eee Feb. 86.1 86.0 85.8 
ood. VOERERE ELEY YE ee ee Feb. 78.8 78.7 79.8 Despite rising production for defense and the 
OT Re ee ens Rear Feb. 87.7 87.6 86.6 aes 
‘ consequent reduction in unemployment, the cost 
CIS TS a Seee S meen re? Feb. 73.1 73.0 13:2 € livi : : 
of living during February was only 1.2% higher 
ee ee en Seema ree are Feb. 86.4 86.4 86.0 di : 
ee Feb 98.1 98.1 96.9 than a year earlier. The Bureau of Agricultural 
Speen ladder Maia : ‘ ; : Economics places unemployment at 5,300,000 
Purchasing value of dollar....... Feb 116.1 116.3 116.6 for March, against 7,500,000 a year ago, othe 
NATIONAL INCOME (em)}....| Feb $6,145 $6,595 $5,604 | [eves the ae ae anes te epee 
CASH FARM INCOME{ ings 
Farm Marketing..............- Jan. 547 667 545 Se 
Including Gov't Payments....... Jan. 629 7154 643 
Prices Received b y Farmers (ee).| Feb. 103 104 101 Farm income during February, including 
Prices Paid by Farmers (ee).. vee Feb, 123 123 122 Government payments, totaled $629 millions 
Ratio: Prices Received to Prices compared with $643 millions last year and $754 
Bt OS Ee aE en Neos Feb. 84 85 83 millions in January. Chain store sales in Febru- 
ary were 11.6% above last year, with variety 
FACTORY EMPLOYMENT (f) store sales gaining 8.4% and mail order houses 
ENTS CS, a a eer Feb. 120.8 118.3r 99.2 reporting a rise of 22.8%. Department store 
Non-durable goods............ Feb. 114.7 112.76 110.5 sales in the week ended March 15 were 7% 
FACTORY PAYROLLS (f)...... Feb. 126.4 120.7 99.3 = “ peri paseo . . —. 
our weeks an or the year to date. The New 
RETAIL TRADE York Department of Commerce reports, after a 
Department Store Sales (f)....... Feb. 102 101 90 fact-finding survey, that the earlier Thanksgiving of 
Chain Store Sales (g)........... Feb. 130 124 114.0 the past two years ‘probably hasn't sold another 
a — re ” Hak Meese = 128 126 119 turkey or an extra Christmas doll.” 
ural Retail Sales (j)........... eb. 150.8 145.7 132.3 
Retail Prices (s) as of........... Mar. 123 122 121 * * * 
FOREIGN TRADE : . : 
Merchandise Exportst.......... Feb. $303 $325 $347 9 br th Pt tenes eet 
Cumulative year's totalf to...... 1940 MOR! o\-nntede 3,057 ‘. : 
. ' o were the largest for any like month since 1930 and 
Merchandise Importst.......... Feb. 234 229 200 13% ahead of last year; while n. o. i. of the first 
Cumulative year's totalf to...... 1940 SS a ee 1,950 12 roads to report for that oneit is ee 
RAILROAD EARNINGS of 52%, against a rise of only 20% for January. 
Total Operating Revenues*..... Jan tS. ee $345,639 Diversion of ships from coastal to intercontinental 
Total Operating Expenditures*..] Jan BE8069  .sesee 257,396 service is throwing much extra long-haul freight to 
NE cocci cece sc e<cb nee Jan. 35,519... 31,243 | transcontinental railroads. If our defense program 
Net Rwy. Operating Income*...| Jan. C2057 = eben 46,013 continues for a few years longer on even its present 
Operating Ratio %............ Jan SS 74.47 | scale, a number of more favorably situated carriers 
Rate of Return %.............. Jan 2 ne ee 3.35 should be able to pay off their debts to the RF C 
= and to the banks. 
BUILDING Contract Awards (k).| Feb. $270 $305 $201 
F. H. A. Mortgages * *  & 
Selected for Appraisalf......... Feb. 99.1 86.0 84.5 
Accepted for Insurancef........ Feb. 52.4 54.7 45.0 Engineering construction contracts awarded 
Premium Payingt.............. Feb. 61.3 78.8 51.6 for the year to March 20 were 125% ahead of 
PPS 2 the like period last year, with private awards up 
Building Permits (c) 84% and public 146%. Stimulated by fears that 
214 Citiest Feb $80 $86 $69.4 
New York Cit { PE ial daa as be a Te Feb, 4 90 4 labor and material shortages may raise building 
ie Ay scaler Ly ITO IES SOLA 0. 1 21.1 costs, small home construction in February was the 
Total, U. S.t Feb 94 106 90.5 
Jats Se a ns = . highest for any like month since 1928. 
Engineering Contracts (En){..... Feb. 435 585 271 nS 
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Latest Previous Last 
Date Month Month Weees PRESENT POSITION AND OUTLOOK 
STEEL 
Ingot Production in tons* se eeees Feb. 6,250 6,943 4,375 Though automobile production is being hamp- 
Pig lron Production in tons*. tae Feb. 4,1 98 4,664 o,201 ered currently by strikes at parts plants and bad 
Shipments, U. S. Steel in tons*..| Feb. 1,548 1,682 1,009 weather, domestic retail sales are running at record 
levels for this time of year. Thus far shortages of 
AUTOMOBILES material and skilled labor have interfered little with 
Production output, and perhaps may cause only mild curtail- 
Factory Sales bos 6 6 oe pies ane ere Feb. 509,233 502,676r 422,225 ment in the future under suitable use of substitutes 
. — SE DiMOntNs. 5.515. o<iea 5 (SAC ~TOTV SOR kes 835,728 and a foresighted program for training new em- 
egistrations | : 
a a UW Sieyewescess Jan. 299,179 334,073 260,216 eae 
HUGS SCO S coe Scie sbsin v's Sei Jan. 61,712 51,141 45,650 a 
PAPER (Newsprint) Freight car orders for two months of the current 
Production, U.S. & Canada* (tons)..| Feb. 325 350 342 ge bsnl 9 compared with nao iat 
Shipments, U.S. & Canada* (tons)..| Feb. 321 328 291 ee sn h, — of 1941. S Marc Peg 
Mill Stocks, U. S. & Canada* (tons).| Feb. 193 189 214 railroads had 28,162 new freight ee 298 — 
locomotives on order. New equipment put in 
LIQUOR (Whisky) service during the first two months of the current 
Production; Gale. %.o:5046:6¢0%00¢ Feb. 12,658 13,572 9,878 year included 11,587 freight cars and 81 loco- 
Withdrawn, Gals. *...........025. Feb. 5,834 . 5,019 6,616 motives; against 11,595 and 45, respectively, in 
Stocker Gals. a ics no noegc ee Feb. 28 491,301 486,133 470,514 the like period a year ago. 
GENERAL * * «* 
Paperboard, new orders (st).......| Jan. 473,898 393,026 398,125 : 
Machine Tool Operations......... Jan. 98.0 96.8 93.3 Paperboard new orders in the four weeks end- 
Railway Equipment Orders (Ry) ed March 22 amounted to 645,000 tons, com- 
PieeniGtiNet 2S ccc 4s as wehins Feb. 127 78 13 pared with only 431 £000 tons in the like period a 
ew oy ei Feb. 5645 14,118 9,148 | Yearago. Cigarette withdrawals during February 
were 9.8% above last year, and a new high record 
Passenger Cars. os Giese cc esos cos Feb. 45 130 20 h. With F rier ducti 
Cigarette Productiont............ Feb. 6 6 Cle te | oe Liars 
Bituminous Coal Production * (tons).| Feb. 41,450 44,070 39,277 estimated at 1% above last year, output for two 
Portland Cement Shipments* (bbls.)| Feb. 7,472 7,986 4,905 | months would be up 4.4%. 
Commercial Failures (c)........... Feb. 1,129 1,124 1,042 














WEEKLY INDICATORS 









































ies — oT bse PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS : : : 
ACTIVITY 1923-25—100...... Mar.22 109.2 108.4 89.9 The margin of increase in electric power pro- 
duction over last year has widened to 16%. 
ELECTRIC POWER OUTPUT Scheduled construction of additional capacity for 
2 OO} Mar.22 2,809 2,818 2,424 | 1941 and 1942 (amounting to 6,715,000 —_ 
i d to more than maintain the 32 
TRANSPORTATION bey ee over demand. Predictin 
Carloadings, total................ Mar. 22 768,508 758,693 619,886 | "Pra" ° anna by utility holding ine 
Grain... 6. eee eee ee eee ee Mar. 22 36,913 32,562 31,441 panies with the ‘‘death sentence’’ clauses of the 
~.. inieidiaaie AEC s Roe Spine — a ‘a boon pb seo Public Utility Act, some S E C officials now favor 
Manufacturing & Miscellaneous....| Mar. 22 327,432 327,610 259,598 pene e980 a 
y stockholdings in public utilities outside 
SCOR SY, See ae ore Mar. 22 158,661 159,286 147,685 their systems. 
STEEL PRICES ee ce 
Pig lron $ per ton (m)............ Mar. 25 23.61 23.61 22.61 With plants generally now operating on a 24 
Scrap $ per ton (m).............. Mar. 25 20.33 20.33 16.29 hours a day, 7 days a week, basis, the steel ingot 
Finished ¢ per Ib. (m)............ Mar.25  —-2.261 2.261 2.261 | tate has reached virtually 100% of capacity, but 
labor trouble in the weeks ahead threatens to cause 
STEEL OPERATIONS some curtailment, while higher wage and material 
% of Capacity week ended (m)....} Mar. 29 100 99.5 61.0 costs may lower unit profits unless prices for fin- 
CAPITAL GOODS ACTIVITY ished steel can be raised to compensate. 
x * « 
(m) week ended................ Mar. 22 119.0 121.7 77.9 Firmer retail prices for gasoline as the season of 
PETROLEUM maximum demand approaches suggest a better 
Average Daily Production bbls.*..) Mar.22 3,681 3,662 3,871 supply-demand situation for the remainder of the 
Crude Runs to Stills Avge. bbls.*..| Mar. 22 3,655 3,550 3,551 | Year, if production is held within bounds. _Im- 
Total Gasoline Stocks bbls.*...... Mar.22 99,541 98,979 102,286 _| Proved refining processes is reducing the supply 
Fuel Oil Stocks, bbls.*.......... Mar. 22...95,589 96,661 102,951 | of residual fuel oil and may create a problem for 
Crude—Mid-Cont. $ per bbl... Mar.28 1.02 1.02 1.02 | the Navy and for industries engaged in defense 
Crude—Pennsylvania $ per bbl.....| Mar. 28 1.78 1.78 2.23 production. 
Gasoline—Refinery $ per gal...... Mar. 28 .06 0534 0614 











long term trend. (c)—Dun & Bradstreet. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. 
(e)—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (En)—Engineering News-Record. (f}—1923-25—100. 
(g)—Chain Store Age 1929-31—100. (h)—U.S. B. L. S. 1926—100. (j)—Adjusted—1929-31—100. (k)—F. W. Dodge Corp., (m)— 
lron Age. (n)—1926—100. (n. i. c. b.)}—Nat. Ind. Conf. Bd. 1935-39—100. (p)—Polk estimates. (pc)—Per cent of capacity. (pl)— 
Preliminary. (r)—Revised. (Ry)—Railway Age. (s)—Fairchild Index, Dec., 1930—100. (st}—Short tons. 
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Commodity prices have now risen steadily for four con- 
secutive weeks and representative indexes of both spot and 
future prices established new highs for 1941, at the close of 
last week. In fact Moody's index of spot prices rose to the 
best levels for 3!/, years. The upturn in prices in the initial 
stages was led by import commodities but it has now broad- 
ened out to include agricultural and industrial commodities 
as well. The Government's "official" index of sensitive prices 
has gained 10 points in four weeks vs. 20 points in 19 










Trend of Commodities 


months. The principal gainers were butter, tallow, lard, 
sugar, coffee, cocoa, shellac, rubber, cotton seed oil, cloth 
and burlap. Both speculative and trade interests have been 
increasingly active in the markets. In so far as domestic 
wpaieast prices are concerned it is becoming quite ap. 
parent that no official action will be taken to restrict higher 
prices so long as they remain below "parity." Reports are 
that this policy is being viewed with misgivings by Leon 
Henderson, charged with the responsibility of policing prices, 
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. 1940—1941 1940—1941 
. High Low Mar.21 Mar. 28 ig ow Mar. 21 Mar. 28 
28 Basic Commodities...... 134.4 105.6 132.2 134.4 Domestic Agricultural. ..... 131.9 111.4 130.8 131.9 
Import Commodities........ 144.0 104.7 141.3 144.0 DREMMIES «5.5 os.c0scesin s 33.7 100.5 130.8 133.7 
| Domestic Commodities... .. 128.6 105.5 126.6 128.6 Raw Industrial............. 134.8 101.3 133.2 134.8 
CELE OR RS A RS 
Latest Previous Year 
Date Wh. otic Wh ortie. Ago PRESENT POSITION AND OUTLOOK 
COTTON Cotton. Reaching the best levels since De- 
Price cents per pound, closing cember of 1939, cotton futures closed the week 
DRAW Ancien oaasononess howe Mar. 29 11.31 10.81-83 10.74 with active trading. On both Friday and Satur- 
Wao ERS is herr eae eee Mar. 29 11.24-26 10.82-83 10.52 day increases were over a $1 a bale. The objec- 
OO CoS RSE Be GPa ES me Notte Mar. 29 11.61 11.14 10.85 tive of Washington appears to be a higher income 
(In bales 000's) for the farmer with pressure by the House agri- 
Consumption, (U;S.. 2. 56566600% 6. Feb. 765 843 663 cultural bloc for loans as high as 75 per cent of 
Batons WKNONG. ... 5. os esses Mar. 29 5 63 aS parity. An estimate of textile mill operations 
Total Exports, season Aug. 1 to....] Mar. 29 688 683 5,142 continuing at the present rate of operations reveals 
Government Crop Est. (final)... ... 1940 T2BBO  sissieee 11,817(ac)} that nearly 10 million bales of cotton will be ab- 
Active Spindles (000's).......... Feb. 22,169 22,821 22,801 sorbed this year. 
* * * 
go eel per bu. Chi. closing Wheat. At the close of last week wheat 
De gto one aah Mar. 29 9134 87 1041 prices soared to the highest levels since last May 
ERGO UES Mar. 29 901% 83% 10344 | When Germany invaded Westem Europe. With 
Exports bu. (000's) since July 1 to.) Mar.22 89,638 86,267 102,232 public Participation in the futures market the 
Exports bu. (000's) wk. end....... Mar.22 3,371 3810 3,627 | largest in some time and with buying orders from 
Visible Supply bu. (000's) as of...| Mar. 22 124,957 127,068 96,182 | elevators, mills, flour users and other commercial 
concerns, the volume of trading swelled with the 
CORN price advance. In the Washington news was the 
Price cents per bu. Chi. closing prospect of increased wheat loans to 85 cents a 
Rake a a aoe Mar. 29 683 63 5656 bushel as compared with 64 cents last season. 
Dts the cana ici cee Mar. 29 685%, 62, SR | St He ar news wes the Choent of spread of con- 
Exports bu. (000's) since July 1 to...) Mar.22 21,774 21,694 24,297 flict to the Balkans with a further reduction of food 
Visible Supply bu. (000's) as of....| Mar.22 62,596 62,839 +—-38,979 | _ supplies available in that area. 
Gov't Crop Est. bu. (000's) (final)...! 1940 2,449,593 ...... 2,619,31 7(ac) ee 
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refined. *—Thousands. NA—Not available. 





Latest Previous Year 
Date Wk. or Mo. Wk. or Mo. Ago PRESENT POSITION AND OUTLOOK 
— ile | Copper. Latest reports indicate that the 
«ian tag F Metals Reserve Company is not contemplating any 
—— es 7 ‘ PIA PTS OR Mar. 29 12.00 12.00 11.25 major purchase of copper at present. However, 
ga — : os oe ater vieets Mar. 29 11.38 11.27 11.45 judging from the manner in which requirements 
Refined Del.. D Ma « Ae ae Feb. 93,654 93,840 82,761 keep mounting there seems little doubt that further 
Refined Stock 0 Boat OR HN WS Feb. 122,808 119,736 63,215 action by the Metals Reserve eventually will have 
Ca Dae * omestic Brae. aes: ae Feb. 97,689 116,341 145,393 to be taken. The situation in the market was 
Pper sales, Vomestic®.......... Feb. 91,742 104,832 147,112 quiet at the week’s close and export copper at- 
TIN tracting no intone. A , 
a Fay 08 rF cs Be inser Mar. 29 52% 52H, 45.50 Tin. At a meeting of the International Tin 
World vi aes -_ Ox. . eee Mar. 29 5.00 5.00 5.00 Committee held in London last week the tin 
U.S Deliv - ji yt as of...... Feb. 28 6,600 59,806 33,148 export quota of 130 per cent was extended until 
U. S. Visible Se : i" + aac f esses ase Feb. 12,195 12,760 4,105 | the yearend. Figures released by the American 
el S SUPBIY | 45: O82: 2+ os Feb. 44,107 44,719r 33,148 | Bureau of Metal Statistics reveal that tin and tin 
LEAD ore imports into the U. S. during the month of 
Pri January decreased 2,393 tons, from the previous 
ae a per Ib., Nae Saarinen Mar. 29 5.85-5.90 5.75-5.80 5.05 month. aca 
US. natamise Re mre eieieeles Feb. 54,231 62,048 43,317 Lead. On Wednesday of last week the price 
Stock (tor yU.S ick “ps lat Feb. 54,859 55,711 39,176 of lead was advanced $2 a ton to 5.85 cents at 
CKS tons) U. o., aS OF.......... Feb. 28 46,604 47,248 72,658 New York. This advance comes as a result of 
ZINC heavy demands on producers in the recent past. 
i. oe io b., St. Louis....... Mar. 29 7.25 7.25 5.75 | Zinc. The latest news from Washington re- 
U. S. Shi os wok Ege eee Feb. 55,414 59,156 54,532 | veals that a government stockpile of zinc concen- 
ihe _e ents m ph eh at tr tos Feb. 59,220 63,272 51,055 | trates is under consideration. The priorities divi- 
Aig: deste alate Feb. 4,962 8,768 67,086 | sion of the Office of Production Managment has 
SILK Pe announced that a plan has been worked out with 
ice $ | representatives of the zinc industry to take care of 
bro ged ag Ib. Japan xx crack... .. Mar. 29 2.88%2 2.90 2.90% urgent requirements for zinc for defense purposes. 
— ole. U.S. Gelee........-:.. Feb. 28,111 28,425 22,485 | _ = 2 
isible Stocks N. Y. (bales) as of..| Feb. 28 54,106 63,433 50,306 | Silk. Production of raw silk in Japan during 
| February totalled 55,279 bales as compared with 
— (Yarn) | 42,951 bales in January and 52,750 bales in 
rice cents GYAN hee eee cteteers Mar. 29 53 53 53 February a year ago. 
i ree Betrra) fksees: 31.6 29.7 OG 
tocks as of (a).......... ++ .+0-. Feb, esse 10.0 8.3 | Wool. Buying of woolen goods last week was 
WOOL —| stimulated by the threat of higher prices due to 
Price cents per Ib. raw, fine, Boston.} Mar. 29 1.08 1.08 .90 | biiccriaciicaaal - * 
Consumption, period ending (a)....] Jan. 40,115 34,012 28,190 | Hides. The most important happening in the 
HIDES —| hide market has been the remarks of the Commis- 
: | sioner of Price Stabilization, Leon Henderson, 
i gg at 1 “a? -+| Mar. 29 Lind 14 12%) that the increases of one and one-half to two cents 
No. Fah S s) i) ser es Feb, 1 13,850 13,875 12,996 which have taken place in packer hide prices and 
Raa all She yet oi ; Pr fig Feb. 6.91 7.21 7.6 hide futures since the middle of February appear to 
oe Production, Prs.*...| Feb. 36,000 36,632 34,582 be speculative and not warranted by actual supply 
RUBBER conditions. sap Soaentl 
evade St Ib... e eee eee eeee tt 29 22.87 22.60 18.19 Rubber. Crude rubber shipments from the 
ys fae U.S+ ROE Co — 73,973 86,833 43,088 three principal producing countries for the first 
Stocks U ae i 61,016 64,225 49,832 two months of this year were 1,740 tons less than 
Tie ee (000’s) iictieia cal Sooke “ 28 ag ba ts bg the like period of last year. The decrease is at- 
Tire Thinneats (000's) eke eae Feb, 4910 4947 pds tributed to difficulties in booking cargo space. 
ire Inventory (000's) as of........ Feb. 10,072 9,197 10,157 Cocoa. Towards the close of last week manu- 
facturers were less aggressive as buyers and profit 
bg saga ~ M taking in volume found the market vulnerable with 
per trn ede 000's) ise Tk 5 Gears b ar. 29 7.22 7.30 5.33 the result that cocoa futures showed net losses of 
wuae tees a 3 aa eine eb. 491 497 438 12 to 14 points for the week. The tentative quota 
wh sted s)....| Mar. 28 1,290 1,306 1,065 of cocoa for the United States of 305,000 tons or 
COFFEE 4,800,000 bags is suggested by the Inter- 
oe per Ib. Vs Eee ; --.-| Mar. 29 934-10 9% 1%, icici rey, a 
mports, season to (bags 000's)...../ Feb. 28 10,782 9,132 Cc ing i 
a pie lita ee | ee Ses 1 offee. The volume of trading in coffee con- 
U. S. Visible Supply (bags 000's)..| Mar. 1 1,543 2,403 2,510 tracts on the N. Y. Coffee & Sugar Exchange for the 
SUGAR year to date has been larger than the volume for 
Wiles couls per t. the entire year of 1940. Sa 
1 GEICO REG MRE Aa ATR Mar. 29 3.40 3.34 2.80 Su isi 
. : : 2 . . gar. A revision of the 1941 quota for the 
y ee: a 29 5.10 4.95 4.50 United States was announced from Washington 
uy" S Leo, iG eee : , 597 524 428 shows an increase to 6,851,889 short tons from 
:o s Of (rr)..... eb. 28 599 632 899r | the December estimate of 6,616,817 short tons. 
t-—Long tons. *—Short tons. (a)—Million pounds. (ac)}—Actual. (¢)—Santos No. 4 N. Y. (p)—Preliminary. (m)—Raw and 
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Money and Banking 

































































Latest Previous Year 
Date Week Week Ago COMMENT 
INTEREST RATES 
Time Money (60-90 days)........ Mar. 29 114% 114% 114% Excess reserves have now declined to the lowest 
Prime Commercial Paper.......... Mar. 29 14-34% h-34% h-3%4% figure since April 10, 1940, with the drop in the 
oN ES ge ee epee ey Mar. 29 1% 1% 1% past two months totaling about $900,000,000. 
Re-discount Rate, N. Y........... Mar. 29 1% 1% 1% Demand for currency, on the other hand, continues 
CREDIT (millions of $) unabated and circulation in the latest week in- 
Bank Clearings (outside N. Y.)..... Mar.26 3,488 3,156 oe | rr iiiliies 
—— year's total to......... foe. 28 296004... 23,650 New York banks increased $114,000,000 in the 
ank Clearings, N. : Spaces Mar. 26 4,303 3,278 2,929 most recent week to a new high. These banks 
ag eed ed —_» he et sa ws Feb. 28 27,297... 25,872 purchased $59,000,000 of Treasury bonds, in the —_— 
Loans and Investments.......... Mar.19 26,843 26,744 21,742 pong Pe 000, ak i gn The 
er mer tg Ind. Loans. . . “Tek ; — —— — commerce, industry and agricilture aoe ansv 
Invest. in U.S. Govis........... mente sen Moa | Ge ee ee mean on Ea. 
me — Gtd. Securities... = +4 ae —. pe mercial borrowings have fallen for two weeks in a doll: 
PMU ES oust 5c uae sie ar. ; f 
Demand Deposits.............. Mar.19 93,186 93,487 15,976 | '™ 3 
. ee bis . + = Fc " -| Mar. 19 5,449 5,462 5,212 Se, Lie «i 2. 
ew York City Member Banks 
Total Loans and Invest.......... Mar. 26 11,022 10,908 7,895 3. 
Ser imma Aer Lom:.-] Mar-3e 2064 £070 1360 | whe prose of te defeme posam thee ||, 
Invest. U. S. Govts............. Mar. 26 4,739 4.690 2.791 appears to be increasing concern as to whether the . 
. ’ ae ¥ ¢ ‘ ini i t move to restrict capital ex- 
Invest. in Gov't Gtd. Securities...} Mar. 26 1,570 1,563 1,054 Administration may orn , 
iti : ¢ penditures in both public and private undertak- 
rere Mar. 26 1,463 1,451 1,186 : it will Raa atten a malts Spe 
Demand Deposits.............. Mar.26 11,001 —- 10,880 7,195 | (6s. wil Gercsated tat the eetioning 0 cred 
i i to the New York Stock Exchange began before _ 
a a rr Mar. 26 745 746 629 he First Lib L : d 
Federal Reserve Banks the close of t e First - ig = campaign, an 
Member Bank Reserve Balance...) Mar.26 13,633 13,741 9,125 under the reeeng A eadea pnempdinen-al 
Money in Circulation........... Mar.26 8,842 8,826 6,765 | tionact, in April, 1918, a capital issues _ 
ay aes aces 25057 SENN | thas | “Oe OE oe Se ee Ee Ww 
Treasury Currency............. Mar. 26 3,108 3,104 2,837 undertook to control commercia ee y the tel 
Weasiy (th... <560cc0cas cae Mar. 26 2,230 9,208 9,722 force of persuasion. Similar —_ s ~— again pie 
Excess Reserves............... Mar. 26 6.010 6.110 3.590 be set up, as part of a concerted effort to alleviate ner 
: : : inflationary influences, although something of a hold 
Latest Previous Year restricting factor may be achieved in the event that ee 
NEW FINANCING (millions of $) Month Month Ago the Government's efforts to attain a wide diffusion oe 
meee SS eae Te SO Feb. 266.0 320.7 256.2 of Defense Bonds among private investors is suc- PI 
a ee ne Feb. 31.6 52.8 45.4 cessful. nt 
NN 065 suc nitencuets Feb. 2344 679 210.8 poh 
y 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX — 
1941 Indexes 1941 Indexes ing 
No. of “Ol 
Issues (1925 Close—100) High LowMar. 22 Mar. 29 (Nov. 14, 1936, Close—100) High LowMar. 22 Mar. 29 com 
290 COMBINED AVERAGE.. 56.9 47.3 50.0 50.2 100 HIGH PRICED STOCKS... 60.10 52.49 54.18 54.40 ette 
100 LOW PRICED STOCKS.... 48.23 39.58 41.08 40.81 - 
re 
4 Agricultural Implements.... 92.1 75.6 76.8 78.2 BS PRCT LLIDT 2 20s, 3 = ats was os aisles ess 148.2 125.3 127.4 127.5 cee 
9 Aircraft (1927 Cl—100)... 183.9 146.8 160.2 160.0 DVIBERE TY i. o.0-c5. 6 cscs vices 111.9 909 95.5 94.3 for 
4 Air Lines (1934 Cl.—100).. 314.1 241.2 244.7 241.2x DS Ce ee 75.6 68.3 70.4 71.3 rec 
GC Pmmements. oc's oc cccees. 24:2 B1:3 91.7 21.7 4 Meat Packing............. 53.2 44.5 45.9 46.1 ; 
14 Automobile Accessories... 95.7 78.0 82.9 82.3 11 Metals, non-Ferrous........ 138.6 119.9 119.9 121.2 | 
13 Automobiles............. 11.1 85 86 8.5 2. “=r 13.6 11.0 11.8 12.0 len 
3 Baking (1926 Cl—100).... 10.1 8.3 9.1 10.1 OA OLMIIN oa: 5.6.6; eves: dve.96s0's 74.8 67.4 68.7 69.7 du 
3 Business Machines......... 98.0 87.9 95.8 968 PS Pumc A Glities: ..3. 0.6665: 38.6 928.3 30.7 28.3R b 
2 Bus Lines (1926 Cl—100).. 64.3 562 56.7 562 3 Radio (1927 Cl.—100)..... 9.9 8.3 8.4 8.7 u 
BMIBBIIONS, 66 66cic5s'Saense 159.0 136.3 142.9 143.9 9 Railroad Equipment........ 48.0 38.9 40.6 40.7 fro 
1B: Gonstiction... .<.+6 060005 261.215 220 - 219 ee 8.6 75 7.8 8.4 ab 
SICONURINGIS 02 's.5 cede ivinislee 203.7 176.5 178.5 185.1 DURBAN ES oc oc sitew emo 2.6 157 24 25 an 
10 Copper & Brass............ 88.8 72.6 1769 76.3 2 Shipbuilding................ 427.5 102:3 117.5 119-0 
2 Dairy Products............ 271.6 25.6 60 269 12 Steel & Iron. ..........05. 82.6 66.6 69.0 69.2 ™ 
6 Department Stores......... 19.7 16.7 17.4 18.0 DEMAMTAY oo esis oles Moana 241 17.55 238 23.6 po 
6 Drugs & Toilet Articles..... 3¥.1 = 352 =362- -359 OS a ee ea 185.7 169.8 174.6 177.5 ex 
2 Finance Companies........ 182.3 166.0 169.5 166.0 3 Telephone & Telegraph..... 40.7 33.4 354 369 hi; 
FE Food Brands: «2... 6666.60 82.7 74.9 80.0 81.5 MOM TEOR Ss ioiaisie 5:50 045 0iocs boss 48.5 38.2 39.9 40.0 
DUOC CMOIES 0 6% cscs snes 45.2 37.6 39.0 38.6 3 Tires & Rubber............ LAS 95 106 10.7 pie 
0S re 499 37:2 37:2 37-2 Miso sesso sleistaiele d,s 713.7 66.2 6692L 67.7 Tl 
2 Gold Mining............. 703.8 624.1 624.1 630.0 3 Wanety totes: ...6..5:0:5 50's 213.7 190.7 195.0 190.7 pr 
6 Investment Trusts.......... 19.2 16.3 168 16.4 19 Unclassified (1940 Cl—100) 105. 89.9 94.7 93.9 pr 
R—New LOW since 1935. L—New LOW since 1938. x—New 1940-1 LOW. pa 
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The Personal Service Department of Toe Macazine or Wa Lt Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





P. Lorillard Co. 


What is your analysts’ opinion of P. Loril- 
lard now priced around 18? My 75 shares 
cost me 29 and I am very anxious to know 
whether it would be worth my while to keep 
holding—or whether the tobacco prospect 
for P. Lorillard, despite taxation, is better 
than the general run of tobacco shares. Did 
P. Lorillard participate in the substantial rise 
in tobacco production reported for the indus- 
try in January? Are per share earnings for 
the first quarter likely to be ahead of the 
like quarter of 1940? Are all divisions operat- 
ing profitably? Has advertising emphasis on 
“Old Gold” been resumed ... what is its 
competitive status with other popular cigar- 
ette brands? .. . trend of sales and earnings 
for smoking tobacco brands, plug and cigars? 
Are costs any lower? Is production now pro- 
ceeding on low-cost inventories? Your in- 
formation and advice will be gratefully 
received.—P. Z., East Orange, N. J. 


Tobacco processors face the prob- 
lem today of higher taxes as the in- 
dustry’s share of the national defense 
burden but do not benefit directly 
from any armament business. Favor- 
able factors are lower tobacco costs 
and consumption increases as a re- 
sult of growing consumer purchasing 
power but these advantages are not 
expected to be sufficient to offset 
higher levies and consequently many 
concerns are showing lower earnings. 
The lack of growth and appreciation 
prospects is reflected in market 
prices for shares of tobacco com- 
panies but dividends appear secure 
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and these equities have some invest- 
ment appeal. 

Further evidence of this condi- 
tion is seen in the earnings of P. 
Lorillard & Co. for the year ended 
December 31, 1940. The $1.69 a 
share earned only equalled the fig- 
ure for 1939. Dividend require- 
ments, however, are amply covered 
but any increase is unlikely. Thus, 
while the trend is indicated with 
earnings more or less static, this 
earnings stability, assuring a rela- 
tively safe return, cannot be ig- 
nored. 

According to Mr. George H. Hum- 
mel, President, sales so far this year 
are running ahead of the same period 
last year and Old Gold cigarette 
sales were better in the first two 
months this year than a year ago. 
At the moment, volume of the new 
“Beechnut” cigarette and “Sensa- 
tion” promises to reach levels for- 
merly enjoyed by “Sensation” alone. 
Some slight improvement has been 
witnessed in the cigar business, 
chewing tobacco, and Beechnut 
scrap. The change in the use of a 


lead foil instead of aluminum is not 
expected to cause trouble but con- 
siderable difficulty is met in obtain- 
ing its Turkish leaf from the Near 
East because of transportation 
problems. Also, the retirement of 
the company’s 7% bonds is expected 
in about three years which would 
mean a_ benefit to stockholders 
amounting to almost 20 cents a 
share. Then, as Mr. W. J. Halley, 
Comptroller, computed it, in answer 
to an inquiry, under the present 
excess profits tax laws and using 
the invested capital base, Lorillard 
could earn at least $3 a share with- 
out being liable to this tax. 





Glidden Co. 


As a stockholder in Glidden Co. to the 
extent of 150 shares purchased at 2314, I am 
calling on your analysts for advice. Would 
you say that at its present price of 12% 
Glidden has not begun to discount its favor- 
able outlook? Are the company’s sales to the 
U.S. Government and industries engaged in 
national defense being increased? To what 
extent are the company’s sales of food prod- 
ucts responding to increasing consumer buy- 
ing power? How are sales currently holding 
in its paint divisions . . . with what prospects 
of improvement? Are Glidden’s chemical 
products now in greater demand—essential 
to national defense production? Are raw ma- 
terial prices entering into production rising— 
with what effects on profits? Kindly evaluate 
the prospects for Glidden in the light of exist- 
ing conditions and favor me with your ana- 
lysts’ opinion from an appreciation and in- 
come standpoint —D. F. T., Cincinnati, Ohio. 


Latest earnings report of Glidden 
Co. is for the fiscal year ended 
October 31, 1940, when net profit of 
$1,727,829 was equal to $1.56 a share 
on the common stock, after dividend 
requirements on the 414 per cent 
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cumulative convertible preferred 
stock. This compared with net 
profit of $1,853,549, or $1.70 a share 
on the common stock earned in the 
previous year. Sales of the com- 
pany in the initial quarter of the 
current fiscal year are said to have 
run some 10 per cent above those of 
last year, being aided by expanding 
consumer purchasing power and to 
some extent by direct Government 
defense business. In this connec- 
tion, it is interesting to note that 
the company has received Govern- 
ment orders over the past year, in- 
cluding $66,750 for cuprous oxide; 
$104,160 for linseed oil; $29,520 for 
white lead; and $38,807 for various 
naval stores. While such business 
obviously does not bulk large in the 
company’s total, it does give some 
evidence of the organization’s ability 
to share directly in defense business. 
Normally the company derives some- 
thing over one-half of earnings from 
the manufacture and sale of varn- 
ishes, chemicals, pigments and 
paints, the balance being accounted 
for by various food products includ- 
ing derivatives of the soya bean as 
well as salad dressings, margarine, 
vegetable oils and various condi- 
ments. This diversification of 
products has stood the company in 
good stead during recent depression 
years since the food products divi- 
sion maintains a relatively stable 
course, while its paint and varnish 
interests now stand to share in the 
increasing activity in the construc- 
tion and affiliated trades. While 
food sales probably will not record 
improvement to the extent likely in 
the more sensitive chemical and 
paints divisions, even here higher 
public purchasing power resulting 
from defense spending should tend 
to increase demand. While higher 
taxes and ingredient costs are a dis- 
tinct possibility, the company’s line 
is one permitting adjustments which 
should maintain earnings at a rela- 
tively satisfactory level. Total divi- 
dend payments on the common stock 
last year amounted to $1.00 a share 
as compared with 50 cents a share 
paid in 1939. Since earnings are in- 
dicated to be running somewhat 
above those of last year, continued 
liberal dividend payments seem 
likely, imparting attraction to the 
stock from the standpoint of in- 
come, while market performance 
should ultimately reflect the higher 
sales volume in prospect. 
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Cerro de Pasco Corp. 


I would like your help in determining just 
where I stand on my 100 shares of Cerro de 
Pasco bought at 43. I understand that 
Cerro de Pasco did not participate in the 
recent U.S. Government order for 100,000 
tons of South American copper. Do you 
know whether this company is currently re- 
ceiving orders for U.S. defense purposes? 
How do copper prices, plus tariff, compare 
with domestic U.S. prices? What is the status 
of the U.S. Government 4c tariff on foreign 
copper? How should the company be affected 
in sales to the United States in view of pri- 
orities and price controls? How have earnings 
been affected by the loss of the company’s 
big French market? Has its Japanese busi- 
ness been increased—despite blockades, scarc- 
ity of ships? Are hopes for substantially in- 
creased earings now solely dependent on US. 
needs for copper? What are the speculative 
possibilities of this stock now? Do you advise 
me to hold—and with what hopes of price 
appreciation towards my purchase price of 
43?—Thos. J. McM., New York, N. Y. 


While the earnings report of Cerro 
de Pasco for 1940 is not as yet avail- 
able, it is doubted if the showing for 
the full year will compare favorably 
with that shown for the first six 
months. For that period, the com- 
pany reported an estimated net 
profit of $1,582,000 equivalent to 
$1.41 a share, which compared with 
$766,000 or 68 cents a share earned 
in the first six months of 1939. The 
basis for the indicated less favorable 
recent showing is the elimination of 
the important French market for 
Latin-American copper following 
collapse of that country, as well as 
the British blockade which has shut 
off most of the European markets. 
In the face of this situation, Cerro 
de Pasco and other South American 
producers have been forced to rely 
mainly on shipments to Japan and 
even that market conceivably would 
be closed in the event hostilities 
spread to the Far East. However, 
the outlook is not entirely adverse, 
since the expanding American de- 
fense program promises to absorb 
increasing quantities of the “red 
metal,” part of which will be drawn 
from the Latin-American producers. 
Additionally, sales direct to England 
also will probably tend higher, while 
competition from the low-cost South 
African properties will be held at a 
minimum by the lack of shipping 
space resulting from the war. Prices 
of copper in the export market can- 
not be definitely defined, since vari- 
ous contracts call for different prices, 
depending upon terms such as quan- 
tities and whether or not the contract 
is cancellable at the buyers option. 


Thus, we understand that the Japan. 
ese have paid as high as 11% cents 
a pound in the Latin-American mar- 
kets, while such copper has been de- 
livered at New York for defense 
purposes at 10 cents a pound. That 
compares with a domestic price of 
12 cents a pound and on the 100,000 
ton Government order to which you 
refer, this copper will be available 
to manufacturers working on defense 
contracts at 12 cents per pound, or 
a profit of 2 cents a pound to the 
Government. In effect, this con- 
stitutes a lowering of the 4 cents a 
pound tariff on copper imports, 
while the Government’s indicated 
willingness to draw upon foreign 
copper sources, particularly Latin 
America, will doubtless constitute an 
effective check upon any rise in the 
domestic copper price such as oc- 
curred during the last world war. 
That Cerro de Pasco’s dividend may 
not be maintained at the $4 a share 
level of 1940 seems obvious. On the 
other hand, the company is well 
fortified financially which will allow 
it to comfortably weather a pro- 
tracted period of restricted opera- 
tions if this proves necessary. While 
near-term prospects do not appear to 
justify the expectation of a greatly 
improved earnings position, present 
prices for the stock doubtless go a 
long way toward discounting cur- 
rently prevailing war-time restric- 
tion of markets. Possibly as the 
United States attains mass produc- 
tion on its armament manufacturing 
efforts, it will be necessary to draw 
further upon South American cop- 
per producers, in which event Cerro 
de Pasco should be able to obtain 
its share of such business. On a 
price basis, therefore, we feel that 
the shares may be retained, although 
considerable patience may be neces- 
sary before your present rather siz- 
able loss is eliminated. 


International Nickel Co. of 
Canada, Ltd. 


I am vitally interested in knowing more 
about the report that has come to me through 
indirect sources of the possibilities of 
molybdenum as a substitute for nickel as a 
steel alloy. I have 60 shares of International 
Nickel at 40%. I would like to know how 
extensively molybdenum is being used as a 
substitute for nickel, its price as compared to 
nickel . . . and what possibilities there are 
that the demand for nickel may be cut as a 
result. Is the supply of nickel produced by 
International Nickel ample to cover British, 
Canadian and U.S. orders for that metal? At 
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what price is the company’s nickel being 
bought? How much of the company’s pro- 
duction is being sold for other than defense 
production? Are profit margins keeping pace 
with volume? Do you think investment in 
this stock as precarious now or are you of the 
impression that this situation still offers 
better than average possibilities? —L. V., 
Nashua, N. H. 


During 1940, International Nickel 
Co. recorded a new all-time high in 
output and the company anticipates 
a continued heavy demand to result 
from rearmament and the increased 
usage of nickel in normal peace-time 
industries. The company has added 
steadily to production facilities and 
a further expansion of mill capacity 
is currently in progress in order to 
meet the heavier demands of both 
the British Government’s war re- 
quirements and the growing defense 
needs of the United States. Earn- 
ings of the company last year 
amounted to $35,544,772 equivalent 
to $2.30 a share, off slightly from the 
$36,847,466 or $2.39 a share earned 
in 1939. Taxes last year amounted 
to $21,130,703, equal to $1.45 a share 
on the company’s common stock, as 
compared with $11,322,121, or 78 
cents per share applied to 1939 re- 
turns. Had it not been for the heav- 
ier tax burden, earnings performance 
of International Nickel would have 
been outstanding in 1940, despite the 
fact that greatly increased consump- 
tion has not been accompanied by a 
price rise either in Canada or the 
United States. There would seem 
to be no basis for alarm on the part 
of stockholders in the possible sub- 
stitution of molybdenum for nickel 
in the production of steel. Molyb- 
denum doubtless can be used to re- 
place nickei, at least in part, in the 
production of certain types of steel, 
but this would be mainly in the 
nature of a war measure to assure 
an adequate supply of nickel where 
substitutes would be difficult to 
employ. The matter of price of the 
two metals is of minor significance 
and while there has been some com- 
petition between the two, even prior 
to the arms program, both have 
shown a consistent record of growth 
in consumption. A_ stable price 
policy for molybdenum and nickel 
and the increasing development of 
new alloy steels seems to assure con- 
tinued long term growth for alloy 
steel components in which nickel 
promises to maintain its current im- 
portant position. While there is 
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¢ The recently completed 
“Dream Highway” from Harrisburg 
to Pittsburgh is America’s finest 
tunnel superhighway. It’s a road 
you’d love to travel. On this road you 
can drive 160 miles through the 
Allegheny Mountains in less than 
three hours by auto. The same jour- 
ney a century ago took several days 
by stagecoach or Conestoga wagon. 
The turnpike is an old institution, 
dating back to 1785, but the Ameri- 
cans who traveled it then would 
hardly recognize the Pennsylvania 
Turnpike of today. 

e For one thing, there are no 
crossroads or railroad crossings. 
East and west lanes sweep on, each 
24 feei wide, providing plenty of 
space and safety for slowpokes as 
well as road whizzers. There are no 
curves over six degrees, no grades 
over three per cent, though the road 
cuts through seven of Pennsylvania’s 
highest mountain peaks. Seven tun- 
nels, averaging a mile in length, 
level out the mountain ranges. You 
can drive safely at daylight speed 
through these tunnels, too. This is 
in large part due to the unusual 
lighting system designed and in- 
stalled by Westinghouse engineers. 
e It zs lighter in these tunnels 
than in most American homes. A 
new kind of lighting, never before 


used in tunnels, makes this pos- 
sible. Illumination is provided by 
250-watt high intensity mercury 
lamps, placed in open reflectors. In 
all there are 1,060 of these units, 
each of which provides safe driving 
visibility for well over 1,000 feet. 


e Leaving or entering a tunnel 
during daylight would ordinarily 
create a shock for the motorist’s 
eyes because of the difference in 
brightness. Our engineers found a 
way to compensate for this change 
in light. Deep inside the tunnels, 
the average intensity of light is four 
footcandles. This is stepped up 
gradually approaching the exits, 
reaching 150 footcandles at each 
portal. 

e For night driving a further 
safeguard is provided. Amber-col- 
ored sodium-vapor butterfly lumi- 
naires give warning that a tunnel 
lies ahead. First of these units is sta- 
tioned 1,800 feet out from the tun- 
nel. The spacing is decreased as the 
tunnel entrance is approached and 
thus the contrast between illumina- 
tion inside and outside is safely 
reduced. 


e Still another safeguard was 
called for—an emergency lighting 
system in each tunnel, ready to go 
into operation the instant any inter- 
ruption might occur in the main 
power system. Batteries charged by 
gasoline engine turbine generators 
wait for duty like vigilant watchmen. 
e As you might imagine, this 
new superhighway is as popular 
as it is modern. During its first 
month of operation 248,412 cars 
and 14,884 trucks zipped through 
its brightly lighted tunnels and over 
its broad concrete roadways, pro- 
viding some of the world’s finest 
rubber-tired transportation for 
more than 371,000 American folks. 


e And that’s a pretty good 
tribute to what concrete, electricity 
and modern engineering can do. 


Our company manufactures lamps and lighting equipment for practically 
every modern lighting need. If you have a lighting problem, our local office 
will be glad to help you. Or write direct to headquarters—about lighting 
fixtures, the Westinghouse Lighting Division, Cleveland, Ohio—about 
lamts, the Westinghouse Lamp Division, Bloomfield, New Jersey. 

















obviously the possibility that the 
dividend on International Nickel 
stock will not be indefinitely main- 
tained at the present $2.00 annual 
rate because of exchange restrictions, 
still higher taxes, or both, the closer 
economic ties between Canada and 
this country suggest sufficient avail- 
ability of dollar exchange to permit 
uninterrupted payments. Not only 
will the company’s sales volume of 
nickel show further gains as new 
plant capacity is brought into pro- 
duction, but the company’s copper 
and other less important mineral in- 
terests should also enjoy expanding 
demand. Thus, even allowing for 
possibly higher operating costs and 
taxes, as well as the stable nickel 
price of 35 cents a pound in the 
United States and £190 a long ton 
in the British Empire, present prices 
for the stock appear reasonable. Of 
course, war uncertainties, especially 
in the form of mounting taxes and 
operating costs, present uncertain- 
ties which do not permit of positive 
forecast, but in view of current and 
prospective heavy sales volume as 
well as the prospect for growing ap- 
plication of nickel in meeting peace- 
time requirements, we are optimis- 
tically inclined toward the issue’s 
future market potentialities. 





Electric Storage Battery Co. 


How do your analysts appraise the pros- 
pects for Electric Storage Battery at this 
time? My 75 shares cost me 44, and I am 
seriously considering making additional pur- 
chases pending your advice regarding the 
earnings and appreciation possibilities of 
ESB, considering all favorable and unfavor- 
able factors. I should like to know whether 
the company is continuing to manufacture 
batteries for civilian automobile use in the 
same volume as before the national defense 
program went into full swing—and to what 
extent its production is now occupied with 
manufactures of battleship, submarine and 
airplane use. With its present facilities, can 
the company fulfill orders from all sources? 
How large are backlogs now? What about 
the price of raw materials, especially metals 
subject to priorities control entering into 
batteries manufactured for civilian use? Are 
costs in general high? Are earnings expected 
to maintain 1940 gains . . . exceed 1940 per 
share net in 1941? Your advice on the most 
advisable action to take now on my holdings 
of Electric Storage Battery will be appre- 
ciated —Mrs. R. T., Seattle, Wash. 


The preliminary report of Electric 
Storage Battery, covering operations 
for 1940, disclosed earnings of $2,- 
167,591, or the equivalent of $2.39 
a share on the combined 907,810 
shares of preferred and common 
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stocks. This compares with $1,820,- 
661 or $2 a share on the combined 
preferred and common stocks in 
1939. Both the preferred and com- 
mon stocks share alike after divi- 
dends of 25 cents have been paid on 
both issues. 

The company’s showing last year 
was the best since 1936 when earn- 
ings were equal to $2.86 a share. In 
1937 they were equal to $2.32 a share 
but in 1938 dropped to $1.04. Last 
year the volume of the company’s 
business ran well ahead of 1939, both 
as to orders and shipments and, ac- 
cording to unofficial reports, the 
company’s backlog of unfilled orders 
at the beginning of the current year 
was substantially ahead of that for 
a year ago. 

In a large measure, the company’s 
sales and earnings have run parallel 
to that of automobile production. 
In addition, however, the company’s 
products find important outlets in 
the railroad industry for signals and 
switches and passenger car lighting. 
Also battery products are used for 
emergency utility service, as well as 
in the telephone, radio and motion 
picture industries. The company is 
understood to be an important par- 
ticipant in the national defense pro- 
gram, with sales stimulated under 
the increased impetus of naval and 
submarine construction as well as 
the aircraft-building program. 

As you have doubtless noticed, the 
shares recently have declined to the 
lowest levels for 1941. In our opin- 
ion, however, this does not reflect 
any doubt concerning the present $2 
dividend and is merely a market 
adjustment to bring the income 
yield more nearly in line with that 
of other issues of similar calibre. 
Financial position of the company is 
characteristically strong and the pos- 
session of a substantial cash position 
gives a good measure of assurance 
with respect to dividend payments. 
So far as the current outlook is con- 
cerned indications are that both raw 
material and manufacturing costs 
may increase somewhat. At the 
same time it is probable that the 
company would experience no undue 
difficulty in advancing prices suffi- 
ciently to absorb the bulk of in- 
creased costs. Taxes likewise will be 
a restricting factor in current earn- 
ings but we do not feel that the com- 
pany is definitely vulnerable to 
higher taxes. Full information con- 
cerning the company’s important 





British subsidiary will doubtless be 
disclosed in the complete annual re- 
port. 

Although the shares are devoid of 
dynamic qualities, we regard them 
as reasonably priced at prevailing 
levels and where market fluctuations 
are not a prime factor, we would be 
willing to endorse retention for in- 
come purposes. Likewise, we would 
be willing to endorse additional pur- 
chases to round out your present 
commitment to 100 shares at least— 
assuming of course that such action 
would not increase you holdings dis- 
proportionately to the other securi- 
ties which you may own. 





Mathieson Alkali Works 


You may recall my letter early in Novem- 
ber. I want to tell you that I followed your 
advice and now show a profit of several points 
on Mathieson Alkali. Standing at 35%4 now, 
I wonder if it is not time to sell, on the 
premise that its favorable prospects have 
been discounted? I should also like to know 
whether the company’s new product, “Chlor- 
ite,” is in large scale commercial production 
yet. What are the income possibilities from 
this source? Have orders for this product 
come to hand as yet? What should the addi- 
tions to the Lake Charles plant mean towards 
stepping up capacity for producing synthetic 
alkalies chlorine essential to US. defense 
production? Is the company subject to price 
controls on its sales for defense production? 
How are sales currently proceeding in the 
rayon, glass, paper and textile markets? 
How do costs stand this year as compared to 
1940—effects on profit margins?—Dr. M. O. 
F., Washington, D. C. 

For all of 1940 Mathieson Alkali 
Works Inc. reported net income of 
$1,587,812 after depreciation, deple- 
tion, Federal income and _ excess 
profits taxes, equal after dividend 
requirements on the 7 per cent pre- 
ferred stock to $1.72 a share on 
$28,171 shares of common stock. 
This compares with net of $1,095,- 
962, or $1.12 a share in 1939. Last 
year the company’s taxes totaled 
$529,628 as compared with $190,309 
in 1939, an increase equivalent to 
more than 40 cents a share on the 
outstanding common stock. Finan- 
cial position at the close of the year 
was comfortable with cash amount- 
ing to nearly $2,000,000 as compared 
with $1,183,087 at the end of 1939. 
The company’s capitalization is mod- 
erate, consisting of 23,777 shares of 
7 per cent preferred stock and 828,- 
171 shares of common stock. The 
company is engaged in the produc- 
tion of a sizable list of heavy chem- 
icals, utilizing salt and limestone as 
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the base. The company’s products 
are used in large quantities by the 
glass, paper, textile, petroleum and 
other industries. Thus far, it would 
appear that the effects of the de- 
fense program, if any, have been 
indirect insofar as the company’s 
volume of business and earnings is 
concerned. As time goes on, how- 
ever, it is a reasonable assumption 
that the increase in the tempo of 
industrial activity will find more 
substantial response in the com- 
pany’s sales and profits. 

It is understood that the com- 
pany is proceeding with the addi- 
tions to its plants at Lake Charles, 
La., to increase production of syn- 
thetic salt cake for the paper in- 
dustry and also to add to alkali 
facilities. A new plant at Niagara 
Falls to make chloride also for the 
paper industry, is practically fin- 
ished. 

Thus far the company’s costs 
have shown no appreciable upturn 
and the nature of its business is such 
that this item may exert no serious 
restrictions on earnings. Prospects 
would appear favorable for continu- 
ation of dividends at the rate of 
$1.50 a share annually, at least. 
Although we would not rate the 
shares as possessing outstanding pos- 
sibilities from the standpoint of 
near-term price appreciation, we 
would regard them as suitable for 
continued retention in a diversified 
portfolio, and suggest such action 
by you. 





Continental Can Co. 


I have seen my %5 shares of Continental 
Can decline a long way from the price of 
491% at which I bought them in 1939. Dur- 
ing the past two years I have hesitated to 
take action, always thinking a turn for the 
good marketwise was imminent. It is true 
that my shares have risen from its low of 
33 last year to its present price of 3614, but 
I am still dubious of its price appreciation 
prospects. How does the first half of 1941 
look for this company earningswise? Are 
there indications of improvement in net 
which should exceed 1940 per share earnings? 
Are gains in consumer purchasing power 
being reflected in increasing can sales? How 
is the increasing personnel of the army in- 
fluencing can sales? Are 1941 canned food 
packs higher than in 1940? Have canned 
goods prices increased? What about the 
profit possibilities of the company’s general 
line cans for industries engaged in national 
defense production such as the chemical and 
paint industries, etc? What is the present 
status of the company’s new plant additions 

. status of costs, especially for its essential 
raw material tin? What is the outlook now 
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\ \ Letters 
for Continental's paper container, package liabilities were $8,406,063 against 


and crown cup business? All factors consid- 
ered, do you counsel retention of my holdings 
for appreciation as well as improvement in 
income?—E. S., Harrisburg, Pa. 


Among common stocks yielding a 
dependable income return, the shares 
of Continental Can are justly en- 
titled to a measure of investment 
regard. At the present time, how- 
ever, current prospects do not indi- 
cate any considerable increase in 
near-term earnings, at least to an 
extent which would justify selection 
of the shares as promising much in 
the way of price appreciation. The 
company’s report for 1940 revealed 
net earnings of $8,953,632, after de- 
preciation, depletion, interest, Fed- 
eral, State and foreign income taxes 
and provision of $200,000 for in- 
ventory price decline or other con- 
tingencies, etc. equal after dividends 
on $4.50 preferred stock, which was 
called for redemption on January 2, 
1941, to $2.82 a share on 2,853,971 
shares of common stock. This com- 
pares with net income of $8,635,787 
or $2.71 a common share in 1939. 
Current assets at the close of 1940 
totaled $65,247,000 including cash in 
excess of $10,000,000, while current 


$62,056,038 and $6,002,454 respec- 
tively, at the end of 1939. The re- 
tirement of 200,000 shares of $4.50 
preferred stock was effected through 
the sale of $21,000,000 25-year 3 per 
cent sinking fund debentures to 
three life insurance companies. 
Last year the total taxes paid by 
Continental Can amounted to $5,- 
233,059, although the company was 
not subject to excess-profits taxes. 
The 1940 tax aggregate, including 
state and local payments, was equiv- 
alent to 58.5 per cent of the amount 
finally available to stockholders, 
compared with a little less than 40 
per cent in 1939. Sales to outside 
customers established a new peak for 
the company’s history last year. 
Final net income, however, was 
equivalent to only 8.9 per cent of 
sales, compared with 9.4 per cent in 
1939. In the past several years the 
company’s margin of profit has 
shown a decline. The company’s 
Canadian and Cuban subsidiaries 
recorded a net increase of $176,821 
in 1940. It was officially stated that 
the total of the company’s foreign 
investments, other than Canadian 
and Cuban subsidiaries, amounts to 
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less than one per cent of total assets. 

As to the company’s current out- 
look it is to be noted that although 
1940 canned food packs were larger 
than in 1939, consumption also in- 
creased, and only normal stocks of 
the principal items will be carried 
over into the new season. Sales of 
packers cans this year will probably 
increase to some extent, responding 
to increased pay-rolls, as well as re- 
quirements by the Government for 
feeding Army personnel. Sales of in- 
dustrial cans should likewise reflect 
increasing industrial activity and 
greater public purchasing power. 
The company has announced its in- 
tention of embarking on a three- 
year program of expansion, involv- 
ing the expenditure of $25,000,000. 

Present dividends of $2 a share 
annually appear to be reasonably 
secure and at prevailing quotations, 
we would be inclined to recommend 
continued retention. 





National Dairy Products Corp. 


I am aware of the fact that National Dairy 
Products’ sales for January of 1941 were the 
best since 1930—and should like to know 
whether the sales pace set that month has 
been maintained thus far .. . and the likeli- 
heod of its continuing over the months ahead. 
In addition, I would like to know what the 
present trend of costs is, the company’s posi- 
tion under new taxes, the status of consumer 
selling prices—all projected in terms of their 
effects on National Dairy’s profit prospects 
for the first quarter of 1941. I will also ap- 
preciate information on the extent that Na- 
tional Dairy has been called upon to supply 
the commissaries of the U.S. Army with its 
products. Could you tell me whether volume 
increases are taking place in the company’s 
most profitable lines? I have been a stock- 
holder of National Dairy for some time, and 
bought my 250 shares at 22%. I know quite 
a bit about the company’s progress and 
operations, but write you primarily to secure 
your expert advice on the advisability of 
retaining these shares with the object of get- 
ting the share price I paid out of them again 
—and to check on the investment calibre of 
this stock at this time—J. L., Detroit, Mich. 


National Dairy Products reports 
new tonnage sales record in 1940 and 
an increase of 8.3 per cent in dollar 
sales volume. Yet, due to higher 
material costs and taxes, net income 
fell to $1.66 a share. Operations of 
foreign subsidiaries were not in- 
cluded when computing earnings for 
1940 and on this basis the figure 
compares with $1.88 earned in 1939. 

Mr. Thomas H. MclInnerney, 
President of the Company, states 
that war effects have been mostly 


indirect up to now but expanding 
purchasing power resulting from the 
defense program should be reflected 
in greater expenditures for most 
foods, among which are milk and 
dairy products. Then too, the vir- 
tual stoppage of cheese imports is 
expected to benefit the company’s 
cheese business and though export 
of canned milk and milk products 
has increased, and even greater vol- 
ume is anticipated in 1941, the net 
result is unlikely to be significant in 
terms of total domestic production. 

A break-down of the sales dollar 
reveals a number of changes which 
have occurred over the past ten 
years. 


% of Sales in 1939 
Fluid Milk & Cream 35.2 45.7 
WOhbese? 08s 20.4 15.1 
lee Cream ........ 141 18.9 
Butter 4.022. -..0% 11.1 8.9 
Miscellaneous ..... 19.2 11.4 


The report also points out that 
material costs and _pay-rolls 
amounted to three-fourths of total 
sales in 1940. All costs in relation 
to sales were reduced except mate- 
rials and taxes. Materials rose to 
53.3 per cent in 1940 from 50.4 per 
cent in 1939 and taxes to 2.9 per 
cent from 2.6 per cent. Expressed 
in another way, taxes amounted to 
$1.59 a share. These increases were 
principally responsible for lower 
earnings. 

The manufacture of textiles from 
skimmed milk, a process developed 
by National Dairy, has not prog- 
ressed farther than the experimental 
stage and though tests find the new 
material the equal of similar textiles, 
the practicability and profit possi- 
bilities from this development are 
still to be proved. 

Refinancing in 1940 will save the 
company some $500,000 a year and 
various changes in the balance sheet 
effected an improvement in the 
working capital. Current assets, as 
of December 31, 1940, were $68,697,- 
998 compared with $62,072,646 in 
1939 and current liabilities were 
$23,967,929 against $20,462,106 re- 
spectively. 

The pace set by sales, in Jan- 
uary 1941, will probably be main- 
tained for the whole first quarter to 
record good gains over the 1940 
period. While growing consumer 
demand may offset heavier costs 
somewhat, potential taxes and the 
extent of the rise make it difficult 
to determine earnings outlook. No 


threat to the 80 cent dividend is 
seen, however, nor are there any in- 
dications of larger disbursements to 
stockholders. At present market 
prices a substantial yield is secured 
and stable market action practically 
assures the stock an investment 
calibre but with appreciation pros- 
pects rather restricted. 





Atlas Powder Co. 


Several months ago I bought Atlas Pow- 
der Co. at 70 upon the advice that it would 
be one of the best stocks in view of the war. 
Since that time it has gone up a little but 
down quite a lot, while business has shown 
a sharp upturn. I would like to ask of your 
analysts the future for this company im view 
of the recent passage of the lease-lend bill— 
all out aid and help to the “Foes of Ag- 
gression.” What will this new program mean 
to stockholders as to dividends and mainly 
price appreciation. Is the company operating 
at capacity levels and how will profit mar- 
gins hold up if most of the future business 
is for our country? Please give me all in- 
formation concerning the present and future 
prospects as well as what to do with my 
present holdings and whether you consider 
them too speculative for a man in his late 
years who soon hopes to be able to retire and 
live off of the income from present invest- 
ments.—Mr. E. R. B., Lansdowne, Pa. 


In the twenty-eighth annual re- 
port of Atlas Powder Co. which cov- 
ers operations for the year 1940 it 
was stated that sales and other op- 
erating revenues for the year 
amounted to $20,581,843 or an in- 
crease of 24.5 per cent over the pre- 
vious year. This constituted a rec- 
ord since the year 1929 for this com- 
pany. Sales of products intended 
for military use consisting of Tri- 
nitrotoluol (T.N.T.) Nitrate of 
Ammonia, etc., amounted to $2,797,- 
029. Sales of commercial products 
also showed an increase of 6.4 per 
cent over 1939. Net income after 
taxes amounted to $1,784,429 or an 
increase of 37.4 per cent. Translated 
into per share earnings it amounted 
to $5.71 for the year 1940, as against 
$3.82 for the year 1939. The com- 
pany has been rather liberal in its 
distributions to stockholders and for 
the year 1940, total dividends to 
preferred and common stockholders 
amounted to 78.8 per cent of net in- 
come after taxes or to a total sum 
of $1,406,421. The balance of $378,- 
008 was added to surplus which, at 
the end of 1940 was $4,611,607. 
Dividend distributions during the 
year were 75 cents per share for each 
of the first three quarters with a 
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$2.00 dividend for the last quarter, 
making a total of $4.25, an increase 
of $1.25 over 1939 distributions. 


During the year 1940 the com- 
pany entered into an agreement to 
construct two additional plants for 
the manufacture of TNT mainly 
for the British Government. These 
two plants were completed during 
the year and at the close of the year 
both units were in full production. 
Enlarged plant facilities and in- 
creased operations have been the by- 
word of this company during the 
year 1940 and it is expected that 
1941 sales will exceed by a substan- 
tial margin those for 1940. Additions 
to plant, property and equipment 
during the year amounted to $2,620,- 
537. While earnings during the year 
1941 should show an improvement 
taxes may take an increasing amount 
of earnings, since in 1940 they 
amounted to 45.5 per cent of net in- 
come before taxes and to $5.90 per 
share of common stock. Total Fed- 
eral, State and Local taxes which 
were chargeable against 1940 in- 
come were $1,488,262. 

As of December 31, 1940 the 
financial position of this company 
was exceedingly strong with total 
current assets of $11,419,726 com- 
pared to total current liabilities of 
$2,920,847. There was no funded 
debt outstanding although they did 
have notes payable of a non-interest 
bearing character, due in 1950, of 
$1,377,000. Five per cent cumula- 
tive convertible preferred stock with 
a par value of $100 per share is out- 
standing to the extent of 68,597, 
common stock with no par value has 
been issued to the extent of 262,852 
shares. 


It would appear that in view of 
the increasing tempo of our rearma- 
ment program and the outspoken 
will of the Government to be the 
arsenal of democracy that a let down 
in operations is not a near-term pos- 
sibility. It is our belief that while 
profit margins may be narrowed 
somewhat, increased volume will go 
a long way toward offsetting this 
factor. As for price appreciation it 
might be noted that in 1929 the 
stock reached a high of $140 per 
share and in 1937 $94 per share, and 
at those times there was no war be- 
ing waged and operations were on 
a peace-time basis. This stock is 
somewhat speculative although we 
counsel the retention of the stock 
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at this time for people in your cir- 
cumstances, in modest amounts in 
diversified portfolios. We feel that 
the stock should be retained and 
that the future is promising, at least 
as long as the war is being waged 
at such a high tempo. Dividends 
should continue favorable and at 
your purchase price a reasonable 
yield on funds so invested is realized. 





Merchandising Shares on 
the Defensive 
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this field, applying a 30% normal 
corporate income tax (compared 
with the actual 1940 rate of 24%) 
and the form of revised excess profits 
tax regarded as most logical to ex- 
pect, S. S. Kresge’s net income last 
year would have been $1.61 a com- 
mon share, rather than $1.83 actual; 
Woolworth’s $2.23 a share, instead 
of $2.48 actual; McCrory Stores’ 
$1.84 instead of $2.05; Davega Stores 
would show an estimated deficit; Re- 
hable Stores (mostly furniture) 
would have shown approximately 
$1.58 a common share, rather than 
$1.75 actual. 


Grocery Chains 


Following a year of big volume 
but smaller income in 1940, com- 
pared with 1939, grocery chains are 
off to an excellent start this year. 
The average increase in the first two 
months of this year is 9% over that 
of the corresponding period of 1940. 
Larger consumer incomes and the 
important consideration of further 
diversion of business from independ- 
ent grocers point to good future 
sales gains, also. Gross earnings, in 
fact, give every promise of brand 
new records for 1941, though net in- 
come may be smaller than that of 
last year. 

Considerable vulnerability to ex- 
cess profits taxes prevails in this 
category, so that it might be ex- 
pected to be quite severely affected 
by coming stiffening of excess profits 
taxation. On the basis of a normal 
income tax rate of 30% instead of 
24% and with excess profits exemp- 
tion under the average earnings op- 
tion reduced to 75% of the 1936-39 
average earnings, from the present 
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PACIFIC GAS AND ELECTRIC CO. 
DIVIDEND NOTICE 
Common Stock Dividend No. 101 





A cash dividend declared by the Board 


of Directors on March 12, 1941 for 
the quarter ending March 31, 1941, 
equal to 2% of its par value, will be 


paid upon the Common Capita! Stock 
| of this Company by check on April 15, 
| 1941, to shareholders of record at the 

close of business on March 31, 1941. 
The Transfer Books will not be closed. 


D. H. Foote, Secretary-T reasurer. 


San Francisco, California. 
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95% (and with the exemption un- 
der the invested capital option re- 
duced to 5% of invested capital from 
the current 8%) —these being widely 
discussed probabilities—Kroger Gro- 
cery’s net income per share would 
have been $2.24 a share, instead of 
the actual $2.49; Great Atlantic & 
Pacific’s estimated net income for 
the fiscal year ended February 28, 
1941, would be equivalent to about 
86 a common share, rather than the 
estimated actual net income of 
around $7.50 a share in the fiscal 
year Just passed; Safeway Stores on 
the new tax basis would show an 
estimated net income of around 
$4.05, rather than the $4.76 actually 
reported for 1940. 

As 1941 earnings may work out, 
however, some offsetting influence 
may be obtained from new tax 
amendments passed this year which 
increase excess profits tax credits for 
growth companies. Thus, in the 
instance of the Great Atlantic & 
Pacific Tea Co., the excess profits 
tax exemption on the old basis ran 
$6.05 a common share, but taking 
account of the amendments, it would 
be $7.65 a share. Safeway Stores’ 
exemption will be raised, too, from 
the estimated $4.40 a share to the 
new $6 a share. 


Drug Chains 


Drug retailers have been taking 
advantage of the tightening supply 
in some lines by successful promo- 
tion of substantial inventories in 
these lines. Leading drug chains for 
the first two months of this year 
increased sales about 11% over those 
of the corresponding period of 1940. 
The chains are continuing to gain 
over the independents, while com- 
petition has lessened from the so- 
called “cut-rate” stores, which have 
caused extremely narrow profit mar- 
gins for some stores in the past. 
Moreover, some of the leading drug 
chains have renewed a number of 
ten-year leases at considerably lower 
fixed rentals than was previously the 
case. Supply restrictions in some 
divisions may retard this industry’s 
sales somewhat later in 1941, but not 
enough to prevent establishment, in 
our judgment, of new high sales 
records. Lunch counters—impor- 
tant in drug stores—will benefit 
from high public income. 

Among the leaders in this group, 
however, Walgreen Co. on the tax 
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basis outlined in preceding para- 
graphs, would have reported net in- 
come for 1940 (year ends Septem- 
ber) equal to $1.81 a share, rather 
than $2.10 a share actual for the 
period. United Drug, Inc., which 
owns the important Ow] and Liggett 
drug chains (but also is an impor- 
tant manufacturer of drugs), would 
have reported on the potential new 
tax basis, $0.72 a share for 1940, 
rather than the $0.82 actually re- 
ported. Profit margins this year 
under those of last year will be the 
rule in the trade generally. 





Another Look at Air Trans- 
port Stocks 
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in similar work in, for instance, the 
airplane manufacturing industry. A 
charge of 10 per cent of total ex- 
penditures for depreciation and 
obsolescence cannot be considered 
too high in view of the nature of the 
equipment and the unusual hazards 
to which it may be subjected. On 
the whole, it would seem that any 
increase in net earnings must then 
depend upon further expansion in 
business and to a lesser extent, upon 
increased operating efficiency. Nev- 
ertheless, with the possibility that 
passenger traffic may expand an ad- 
ditional 30 per cent during 1941, it 
is also quite possible that net earn- 
ings will also show further increases. 

War conditions, which have al- 
ready had the effect of checking 
route expansion, are often thought 
to hold another threat to the effi- 
cient operations of the air transport 
industry. This threat is mostly 
through the possibility that actual 
participation in the war would re- 
quire the services of most air trans- 
port pilots in military aviation. This 
is true only in the same way as the 
drafting of skilled workers for the 
army would inconvenience any in- 
dustry operating at high capacity. 
At present, the armed services are 
training their own personnel, as wit- 
ness the calls for “aviation cadets” 
to be heard from every radio broad- 
casting station and to be read in 
every newspaper. It takes very 
young men to become ideal military 
pilots and experience has shown that 
young men who have had no real 
previous training are the most 


adaptable to present day air 
maneuvers. 

Transport pilots are the best of 
our commercial flyers and often have 
many years flying experience behind 
them. While this experience is of 
inestimable value in their commer- 
cial work, it would be a hindrance 
where they would have to learn to 
fly all over again in military and 
combat maneuvers. On the other 
hand, government trained pilots will, 
after the emergency has been passed, 
offer the air transportation compa- 
nies a vast wealth of potential mate- 
rial from which to select pilots for a 
number of years to come. At the 
present time there are approximately 
2,000 accredited pilots employed by 
the air-lines. Of this number, ap- 
proximately half are co-pilots while 
of the whole, about 40 per cent are 
on military reserve. To offset any 
possible call of the 800 reservists, 
the air-lines already have a number 
of pilots in training and could fill 
out the remainder if need be from 
the ranks of the many who already 
hold commercial or limited commer- 
cial licenses. Suddenly to replace 
40 per cent of the flying personnel 
would be difficult, but not impos- 
sible. 

These and other uncertainties 
which will appear from time to time 
are bound to have a dampening ef- 
fect upon the securities of the vari- 
ous air lines, especially in view of 
the fact that many of the compa- 
nies are just beginning to operate 
profitably after a long period of only 
modest profits or losses. The shares 
seem devoid of any real speculative 
possibilities such as they might have 
in peace times. But, despite the near 
term uncertainties both in the pros- 
pects of the country in general and 
the air transport industry in partic- 
ular, there is no doubt that the in- 
dustry has a brilliant longer term 
prospect. Future plans, for in- 
stance, call for the establishment of 
freight lines which will render a rela- 
tively low cost coast-to-coast service 
exclusively for merchandise. West- 
ern hemisphere unity will make for 
greatly increased travel between the 
United States and all of our South- 
ern and Northern neighbors. In- 
creased knowledge of aerodynamics 
gained from war activities will in- 
crease safety factors and advance 
air-mindedness in the nation and 
greater production skill will find re- 
flection in lower plane costs and 
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and thus the casein fibre industry 
faces an uncertainty not felt by 
other synthetic fibre makers. 

Other foods also provide material 
for synthetic fibres. Among them is 
the soya-bean which has long been 
a food staple in China and now is 
becoming all things to all men in 
this country. Henry Ford is said to 
be experimenting with automobile 
bodies to be made from this bean 
which could furnish an extrudable 
plastic, if need be, by further proc- 
essing the same material now being 
used to make plastic solids. 

Of all the synthetic fibres, rayon 
will probably continue to lead the 
field both in quantities and profit 
possibilities for some time to come. 
At best, most of the other fibres 
discussed are only welcome additions 
to other industrial activities of their 
makers. This is less so in the case 
of nylon but unless run as a sep- 
arate company, the gross value of 
any year’s output of nylon by du 
Pont will continue to be over- 
shadowed by the other vast activi- 
ties of this leading chemical manu- 
facturer. What is more likely, how- 
ever, is that within the relatively 
near term the country’s synthetic 
fibre industry will make us inde- 
pendent of any outside sources of 
supply for all of our textiles and 
thus remove another possible restric- 
tion by war or economic pressure 
from abroad. 





Profits Under Our New 
Economy 
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companies in these divisions are 
particularly subject to heavy excess 
profits taxation and the majority 
will very likely pay record-breaking 
tax aggregates. Mandatory priorities 
imply lower profit margins, since a 
greater portion of sales will be for 
the profit-limited Government work. 
An earnings ceiling appears defi- 
nitely in sight, for machine tools, at 
least, but volume this year is likely 
to be so large as to carry profits for 
the industry up above those of 
1940—probably to the highest level 
for some years to come. New taxes 
on a basis such as we outlined in 
the paragraph on building issues 


would (as applied to 1940 earnings 
just as an example) bring Bullard’s 
earnings down to approximately $4, 
rather than the actual $6.15 reported 
for 1940; National Acme down to 
$2.90 a common share from the ac- 
tual $4.40 reported for 1940; Ex- 
Cell-O down to $3.25 a common 
share from the $4.99 actual, and 
Monarch down to $4.15 from the 
$5.63 actual. 

The all-important consideration, 
of course, is that despite these heavy 
taxes, the uptrend in gross revenues 
is strong enough to carry net income 
to a new high. A general idea of 
this uptrend is obtainable from com- 
parison of 1940 earnings with those 
of 1940 (though the gain this year 
will be decidedly not so great): 
Bullard $6.15 a share vs. $1.04; Na- 
tional Acme $4.40 a share vs. $1.16; 
Ex-Cell-O $4.99 a share vs. $2.21, 
and Monarch $5.63 a share vs. $2.52. 

Similarly, in the case of the heavy 
electrical equipment companies, the 
upward trend in business is so strong 
as to make likely an earnings ad- 
vance despite lack of priorities for 
the industry. Tax advances, it is 
true, will be exceptionally sharp; 
thus, applying a 30 per cent normal 
corporate income tax (compared 
with the actual 1940 rate of 24 per 
cent) and the form of revised excess 
profits tax regarded as most logical 
to expect, General Electric’s net in- 
come in 1940 would have been about 
$1.37 a common share, rather than 
the $1.95 a share actually reported; 
Westinghouse, too, would have 
earned only $5.90 a common share, 
rather than the $7.10 reported. 

Plastics and the chemical indus- 
try as a whole are booming. The 
strong, nation-wide swing to syn- 
thetics in numerous industries will 
be a broad stimulant to the entire 
chemical trade. Rising gross rev- 
enues thus are expected to more than 
counterbalance the higher operating 
costs and taxes and the effect of 
likely price controls. Several growth 
companies in this field will be helped 
by the excess-profits-tax amend- 
ments. 

Thus, the exemption per com- 
mon share of Dow Chemical would 
be raised to $5.20 a share from 
the former basis of $3.80 a share; 
taking this factor into consideration, 
as well as the potential changes in 
normal and other taxes for 1941, it 
still is possible that this company 


will report more net income for this 
fiscal year than in 1940. 

Railroads and railroad equipment 
companies (the latter with many 
munitions and general armament 
orders) definitely should top last 
year’s earnings this year. The Bu- 
reau of Railway Economics’ esti- 
mate of gross revenues for the full 
year 1941 of about $4,665,000,000 
(compared with $4,296,600,000 in 
1940) indicates enough leeway to 
handle higher costs and still exceed 
1940 total net income. While a num- 
ber of railroad stocks are likely to 
show net income for 1941 larger than 
that of last year, the best field for 
profit in railroad securities is, in our 
estimation, in reorganized or reor- 
ganizing railroads. In this connection, 
we suggest that the comprehensive 
article dealing with the subject of re- 
organized railroads in this issue be 
read. Higher taxes will hit some of 
the railroad equipment companies 
hard. Just to indicate how much 
the possible new taxes might mean, 
American Brake Shoe’s actual 1940 
net income would have been reduced 
to $2.70 from the actual $3.49 if the 
most commonly expected tax base 
for 1941 were applied to the 1940 
earnings of this company. 

Shipbuilding is in its greatest 
boom of all time. The staggering 
total of over $8,000,000,000 for naval 
construction and alteration has been 
allocated, with huge additional sums 
on the way as an outgrowth of fur- 
ther demand for our own defense 
and the passage of the lend-lease bill. 
Volume in this industry will raise 
profits to new highs despite the 
shrinking effects of higher costs and 
taxes on profit margins. The steel 
industry is one of the major bene- 
ficiaries of the shipbuilding pros- 
perity. Volume in the steel industry 
this year is likely to be record- 
breaking. The profit outlook is rela- 
tively not so bright, in reflection of 
close Federal supervision of prices, 
rising material and labor costs and 
the definite prospect of higher Fed- 
eral normal income and excess profits 
taxes. 

Nevertheless, the great volume 
business ahead, as well as the fact 
that savings will result from opera- 
tion of larger capacity plants in 
1941 owing to construction recently 
completed, indicate better earnings 
this year for the steel industry than 
in 1940. To cite one instance for 
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example purposes, U. S. Steel on 
present taxes is currently earning at 
the rate of about $13 a share against 
$8.84 a share last year. Taxes could 
be raised $4 a share without lower- 
ing 1940 net. Under the most ex- 
treme increases now talked about, 
net would be at least $10 a share, or 
some 18 per cent more than last year. 
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this year. The rise will prob- 
ably be another dollar, thus making 
the Federal impost $4 a gallon or a 
100 per cent increase since 1935. 
True, the tax per gallon went to 
above $6 in the late war period, but 
the Federal tax is now only one of 
the imposts, while it was the whole 
thing then. Most states tax liquor 
now. Some rates are higher than 
others, but on average they now 
amount to approximately 33 per cent 
of the Federal tax and thus increase 
the tax burden to an average of $3.98 
a gallon for state and country, after 
which even other taxing agencies 
get their share. While higher excise 
taxes are not paid by the distiller, 
but are passed on to the consumer, 
it is logical that the retail price of 
liquor must rise in proportion. A 
certain number of buyers will con- 
tinue to buy their favorite brands 
despite higher taxes, a greater num- 
ber will buy less choice whiskeys at 
prices they can still afford to pay, 
but it is more than probable that 
the illicit distillers will get a strong 
increase in the number of their cus- 
tomers, for they pay no taxes and 
can therefore undersell any legal 
dispenser who is still in business for 
a profit. 

The shift to illicit products will 
probably become most apparent 
when consumer incomes are again 
in a down-trend. At the moment, 
the general trend is upward so that 
the effect of the higher taxes on 
liquor sales will not be noticeable for 
a while. It is likely that liquor con- 
sumption will continue to increase 
moderately and that the distillers’ 
gross profits will also be moderately 
better than a year ago. But mod- 
erately better is a deliberately chosen 
expression since the distillers will 
have to contend with higher corpor- 
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Whar A Buddy Poppy 
ON MEMORIAL DAY 





“KEEP THE FAITH” 


The Buddy Poppies are 
made by disabled ex-ser- 
vice men patients in gov- 
ernment hospitals. The 
Sale is held nationally 
every year during the 
week of Memorial Day. 


The Veterans of Foreign 
Wars use all proceeds of 
the Sale for relief and wel- 
fare work, including an al- 
lotment to the V.F.W. Na- 
tional Home for Widows 
and Orphans of Ex-Service 
Men at Eaton Rapids, Mi- 
chigan. 











ate taxes this year, which will have 
the effect of decreasing net profit. If 
whiskey inventories are counted as 
readily salable, then most of the 
distillers are in excellent financial 
shape. However, many of them 
carry such inventories on bank loans 
which are definitely a first lien on 
the stocks on hand. Dividends, in 
most instances, will be continued for 
the year at least, but in view of the 
uncertainties ahead of the industry, 
cannot be considered to be assured 
of continuation over a long period 
of time. 

From a market standpoint, liquor 
shares are relatively unattractive 
despite the high rate of income cur- 
rently obtainable. The revival of 
the Anti-Saloon League and the 
Methodist Board of Temperance 
drives to revive national prohibition 
as a war measure for the protection 
of the morals of our soldiers will 
probably not get very far, but the 
resurrection of the late unlamented 
cause is no incentive to buy the 


shares of these fanatics’ principal 
objectives. Even in the event of an 
out-and-out inflation market, liquor 
stocks would hold no attraction as 
a hedge, for taxes—both corporate 
and excise—are now ample to pre- 
vent sizable profits from trickling 
down to the stockholders and the 
Government’s cut will grow much 
larger before it grows less. 
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tionary tendency. 

Wage rates are the toughest prob- 
lem from a_ political standpoint. 
Economists are now engaged in a 
controversy over whether or not 
wages can be increased without rais- 
ing prices, but as a practical matter 
it is generally admitted that wide- 
spread wage increases are a strong 
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BOOKS 


FOR THE BUSINESSMAN 


RANDOM HARVEST 
JAMES HILTON 
Atlantic Monthly 327 pp. $2.50 


A story of an Englishman, Charles Rainier, 
an industrialist, member of Parliament and a 
magnate. Rainier was in the last war and was 
a victim of shellshock. He rediscovers his 
identity, but there is always a dark corridor 
in his mind. At times he recognizes faces and 
places from his past, but these are only momen- 
tary flashes. Finally, under rather unusual 
circumstances, his lost years come back. 


>>eO«K¢ 


AXIS AMERICA 

HITLER PLANS OUR FUTURE 
Robert Strausz-Hupe 

G. P. Putnam's Sons. 274 pp. $2.50 


A very clear statement of the attitude of 
Germany, Italy, and Japan toward the United 
States. These disclosures are based on actual 
documents that have been circulated in the 
Axis countries. The Nazis, according to the 
author, have plans to make us conform to their 
own ideas. He tells of Germany’s plan to 
destroy the United States and to dominate 
South America. 





>>Oe«K« 


DELILAH 
MARCUS GOODRICH 
Farrar & Rinehart. 496 pp. $2.75 


**Delilah was very slim and light. She was 
always tense, often atremble ...’’ De 
was a destroyer in the United States Navy 
This is an exciting book, adventurous and full 
of suspense. Mr. Goodrich tells us of Delilah 
and her crew. It is a story of the Navy and of 
naval traditions. 


>>e«CE 


THEY'LL NEVER QUIT 
HARVEY KLEMMER 
Wilfred Funk, Inc. 321 pp. $2.50 


This book by a former attache of the Amer- 
ican Embassy in London is exciting reading. 
Mr. Klemmer points out in no uncertain terms 
that England can take it. What is more im- 
portant, he tells about the morale of the aver- 
age man and woman. According to the author, 
their spirit is undaunted. They’ll Never Quit 
is replete with grit, humor, danger, and hope. 


D>O«K< 


AMBASSADOR DODD'S DIARY 
Edited by WILLIAM E. DODD JR. 

and Martha Dood 

Harcourt, Brace & Co. 464 pp. $3.50 


Dr. Dodd was an eminent historian and also 
a devoted democrat. His hatred for total- 
itarianism plus his love for freedom made his 
stay in Germany a nightmare to him in many 
respects. After he discovered that his tele- 
phone wire was tapped, it was necessary for 
him to be very guarded in his conversations. 
Almost all of his confidential talks with other 
diplomats took place during his frequent walks 
in the Tiergarten. His diary is a very reveal- 
ing document, and is very interesting reading. 


>>e«« 

UNION NOW WITH BRITAIN 
CLARENCE K. STREIT 

Harper & Brothers. 234 pp. $1.75 


Union between Britain and America would 
make an unbeatable combination. The idea for 
Federal Union is growing rapidly. The United 
States has sixty chapters and sixty more are 
being organized. Britain has two hundred and 
fifty chapters. According to a Gallup poll of 
recent date some eight million citizens of the 
United States believe in some sort of federation. 
With this manifest interest, and with world 
conditions as they are today, this book really 
should be read by clear-thinking Americans. 


These books may be ordered from The 
Magazine of Wall Street book department. 








psychological factor favoring infla- 
tion, regardless of the actual statis- 
tics of the labor cost of a given 
article. The prevailing view in the 
administration is to let wages stiffen 
for the time being, but when the 
remaining unemployed are absorbed 
in industry and the high wages in 
certain trades actually increase com- 
modity prices and draw workers from 
other essential occupations, then the 
Administration will have to try to 
make good on its intention of pre- 
venting such increases in the cost of 
living, and then it will have a job 
on its hands. If absolutely neces- 
sary, though, the government can, 
through its influence and its media- 
tion machinery, put a top limit on 
wages in most essential industries. 


Outside the field of inflation-pre- 
vention, of course, government con- 
trols over business will be ex- 
panded and tightened in many ways. 
It is not a question, therefore, of 
choosing between inflation or gov- 
ernment controls. We are going to 
have government controls, whether 
or not they are successful in pre- 
venting inflation. We may have 
both. 





Capitol Briefs 





(Continued from page 755) 


the uses to which resources may be 
put, amount and method of produc- 
tion, imports, exports, competitive 
conditions, and many other details, 
and no bones are made about the 
necessity for over-all economic 
planning for all industry. Other 
Federal agencies are taking this 
White House cue. 


Lend-lease aid will not go exclu- 
sively to England. Greece and China 
are also mentioned, but Netherlands 
East Indies is being cut in on a 
good slice. Little is being said about 
this because the mother country is 
a Nazi captive, but the U.S. is much 
concerned over Japanese threats to- 
wards the South Seas and is quietly 
doing many things to help the 
N. E. I. get arms and other essen- 
tial supplies. 


Food administration will be set up 
soon, in fact if not in name, and 


Department of Agriculture appears 
to have taken the job away from 
O P M and McNutt. Purchases for 
Britain will be tied in with relief dis- 
tribution of food and with A A A 
programs. While much of British 
shipments will be surpluses, short- 
ages will develop in some lines so 
plans are being laid for national con- 
trol when needed. 





For Profit and Income 
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the effect of giving aircraft com- 
panies a tax exemption basis prac- 
tically equal to their best year in 
the 1936-1939 period. Just how this 
works out is well exemplified in the 
case of United Aircraft. At the an- 
nual meeting of the latter company 
it was officially announced that a 
credit of more than $2,000,000 
against 1940 taxes would result 
from the amendments. This credit 
will be applied to the company’s 
current earnings and will be equiva- 
lent to 75 cents a share. Last year 
the company’s reported earnings, 
after all taxes, were equal to $4.94 
a share. 


Continental Gas & Elec. 5's 1958 


Recently quoted around 96, Con- 
tinental Gas & Electric debenture 
5’s 1958 afford the investor a sound 
income medium and somewhat bet- 
ter than average yield. Strictly 
speaking the issue must be rated 
as medium grade, but this condition 
is more likely to find reflection in 
some degree of market sensitiveness 
rather than in any question as to 
basic security. Continental Gas & 
Electric functions as a sub-holding 
company, control being vested with 
United Light & Power Co., through 
a subsidiary, United Light & Rail- 
ways Co., through ownership of 
99.59 per cent of the common stock. 
Principal operating subsidiaries of 
Continental Gas & Electric include 
Kansas City Power & Light Co., 
Columbus & Southern Ohio Electric 
Co., and Iowa Nebraska Light & 
Power Co., the bulk of revenues of 
which is derived from the sale of 
electric services. The bonds in ques- 
tion are outstanding in the amount 
of $50,707,000 and while they are 
not secured by mortgage, indenture 
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provisions are conservative and 
safeguard against the issuance of 
prior liens. Total consolidated as- 
sets of the company amount to 
$229,358,592, while funded debt, in 
addition to the debentures, amounts 
to $84,336,000. Fixed charges on a 
consolidated basis have shown an 
over-all coverage averaging 1.54 
times over the past five years. Cov- 
erage for the twelve months to No- 
vember 30, last, was 1.53 times. The 
parent company has filed a plan of 
integration with the S E C, designed 
to comply with the Public Utility 
Act of 1935, and on which hearings 
are being held. While the outcome 
of these hearings remains in doubt, 
there appears no reason to believe 
that the status of Continental Gas 
& Electric debentures will in any 
way be affected adversely. 





Opportunities in Reorgan- 
ized Rails 





(Continued from page 761) 


ganization plan, securities as pro- 
posed under the plan are immedi- 
ately quoted, representing bonds 
and stocks that will be distributed 
to holders of the original defaulted 
bonds. 

Securities to be received in ex- 
change for the defaulted bond vary 
and usually include a percentage of 
first mortgage fixed interest bonds, 
a proportion of income bonds, inter- 
est on which is payable only if 
earned and a certain amount of pre- 
ferred stock and common stock. 
Naturally, the higher the proportion 
of fixed interest bonds, the more 
favorable the exchange. The origi- 
nal defaulted bond thus has a mix- 
ture of investment and speculative 
qualities. However, it cannot be 
purchased indiscriminately, since 
some plans are more attractive than 
others and the difficulties standing 
in the way of successful reorganiza- 


tion in some cases are far greater 


than others. In the final paragraph 
of this article, we indicate the issues 
in this category that we like best. 
Perhaps the safest way to benefit 
from railroad reorganizations is to 
wait for approval of a reorganization 
plan and then buy the first mortgage 
bond (which usually is strongly pro- 
tected as to earnings and ranks as 
investment quality) over the count- 
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er. At such times the stigma of the 
necessitated recapitalization still is 
such that the bonds may be under- 
priced, but after the reorganization 
atmosphere fades and the bonds are 
brought into the limelight of the 
listed market, general public buying 
may be expected ultimately to pull 
them around closer to their value. 
Advances of this type have ranged 
up to 30% or more this year. 

Included in this article is a tabu- 
lation of “when-issued” prices of the 
securities of several railroads which 
have had their plans approved by 
the courts. The tabulation includes 
preferred and common stocks, as 
well as first mortgage and income 
bonds. On grounds of the drastic 
scaling down accomplished by some 
of the roads, their income bonds are 
likewise attractive, certainly more 
so than some of the junior bonds of 
the marginal, still-solvent roads. 
Aside from the important funda- 
mental of good earnings protection 
for these issues in times like the 
present, there is the added appeal- 
ing factor of these issues being im- 
mune (as, of course, the first mort- 
gage bonds are, too) from rising cor- 
poration taxes. 

This is so because both normal 
and excess profits taxes are applied 
after providing for fixed charges and 
after the provisional interest on the 
income bonds. Buying these bonds 
thus is one of the best ways of ob- 
taining profits from the armament 
boom without these profits being 
sharply pared down by the coming 
armament-era taxes, which will have 
to be huge to help finance the enor- 
mous defense program. As an inci- 
dentally noteworthy fact, income 
bond interest is permitted from the 
effective date of the plan, accruals 
covering a number of months in 
some instances. 

Among the various securities dis- 
cussed, we conclude from analysis 
of recapitalization plans and the ap- 
plication of these plans to earnings 
of several years back, as well as their 
application to future potential earn- 
ings that relatively the most attrac- 
tive issues are in the Chicago, Mil- 
waukee, St. Paul & Pacific; the Erie; 
the Chicago, Rock Island & Pacific 
and the Western Pacific situations. 
Virtually the entire field has attrac- 
tion, however, with possible gains, 
With the carrying out of our arma- 
ment plans, these gains are likely to 
be fairly general. 
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